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UNITED  STATES-MEXICAN  BORDER 
ENVIRONMENT  AGREEMENT 


WEDNESDAY,  OCTOBER  27,  1993 

House  of  Representatives, 

Subcommittee  on  International  Development, 

Finance,  Trade  and  Monetary  Policy, 
Committee  on  Banking,  Finance,  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  3  p.m.,  in  room 
2359,  Rayburn  House  Office  Building,  Hon.  Bamey  Frank  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Frank,  Representatives  LaFalce,  Watt, 
Fingerhut,  Bereuter,  McCandless,  Nussle,  and  Sanders 

Also  present:  Representative  Klein. 

Chairman  Frank.  The  hearing  will  come  to  order. 

There  are  a  lot  of  demands  on  members  and  others  so  I  want  to 
get  right  to  this.  This  is  a  hearing  called  on  short  notice  because 
we  were  informed  on  short  notice  by  the  Department  of  the  Treas- 
ury that  there  is  an  additional  proposal  as  part  of  the  NAFTA  leg- 
islation which  comes  under  our  jurisdiction. 

We  did  have  a  hearing  earlier  this  year  at  the  request  of  our  col- 
league, Mr.  Torres,  on  the  question  of  an  economic  bank,  a  national 
bank.  North  American  Development  Bank.  We  had  been  thinking 
about  it,  but  now  we  have  legislation  and  a  proposal  from  Treas- 
ury, and  I  understand  that  we  received  the  documents  only  last 
night.  I  apologize  for  their  not  being  fully  available,  but  we  made 
them  available  as  soon  as  we  got  them. 

One  of  the  most  important  issues  here  is  going  to  be  financing, 
and  therefore,  I  have  asked  the  chairman  of  the  Appropriations 
Subcommittee,  who  has  the  jurisdiction  over  funding  the  activities 
that  this  subcommittee  deals  with  on  the  authorizing  level,  to  be 
the  first  witness,  because  I  think  the  appropriations  impact  is  one 
of  the  most  significant  aspects.  And  because  he  is  going  to  be  due 
at  the  Rules  Committee,  I  will  ask  Mr.  Obey,  the  chairman  of  the 
Appropriations  Subcommittee  on  Foreign  Operations,  to  begin. 

STATEMENT  OF  HON.  DAVID  R.  OBEY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  WISCONSIN 

Mr.  Obey.  Well,  thank  you,  Mr.  Chairman. 

As  the  old  saying  goes,  I  am  from  the  Appropriations  Committee 
and  I  am  here  to  help  you.  I  appreciate  the  opportunity  to  be  able 
to  testify  on  this  proposition  today. 

Frankly,  I  am  not  sure  that  I  am  up  to  speed  on  it,  because  we 
haven't  been  all  that  plugged  in  on  the  rapidly  changing  scene.  But 

(1) 


nonetheless,  it  has  come  to  my  attention  that  the  administration 
apparently  is  proposing  legislation  to  create  what  has  been  referred 
to  as  a  NADBank,  or  the  Border  Environmental  Finance  Facility. 
And  that  proposal  will  include  a  United  States  commitment  to  pro- 
vide $56  million  in  paid-in  capital  for  the  first  4  years,  and  about 
$504  million  in  callable  capital  to  be  matched  by  the  Mexican  Gov- 
ernment. 

I  have  several  concerns  about  the  proposition.  First  of  all,  I 
would  very  simply  like  to  know  where  on  earth  the  administration 
thinks  the  money  is  going  to  come  from.  As  you  know,  budgetary 
resources  have  been  extremely  scarce.  They  are  particularly  scarce 
for  foreign  aid  programs.  Since  I  have  been  chairman,  for  instance, 
foreign  aid  has  been  cut  from  $18.5  billion  in  fiscal  year  1986  to 
$15  billion  this  year.  So  we  are  not  exactly  going  up  the  mountain. 
And  domestic  programs  have  also  been  cut  siibstantially  in  real 
terms  over  that  same  period. 

In  the  case  of  the  international  financial  institutions,  I  think  it 
would  be  useful  for  your  subcommittee  to  remind  the  administra- 
tion that  the  budgetary  situation  is  extremely  grave.  The  United 
States  has  a  growing  gap,  not  a  shrinking  gap,  between  what  it  is 
promising  to  do  and  vmat  it  is  capable  of  financing  with  respect  to 
these  international  financial  institutions. 

At  the  end  of  fiscal  year  1993,  for  instance,  we  were  in  arrears 
on  authorized  commitments  to  the  IFIs  by  $374  million. 

The  administration's  funding  priority  in  fiscal  year  1994  for  for- 
eign aid  was  $2.5  billion  for  the  newly  independent  States  of  the 
former  Soviet  Union.  No  1994  budget  request  to  fund  those  arrears 
was  made  with  the  exception  of  $13  million  for  the  Asian  Bank. 
Congress,  in  funding  the  $2.15  billion  for  the  Soviet  Union,  was  un- 
able to  fully  fund  even  the  fiscal  year  1994  request  for  the  IFIs, 
and  as  a  result,  we  added,  in  additional  arrearages,  $458  million 
for  the  IFIs  this  year  alone,  for  a  total  of  $819  million. 

That  is  where  we  are  today,  and  I  expect  that  over  the  next  3 
years  those  arrearages  are  going  to  grow,  they  are  not  going  to 
shrink. 

So  simply  put,  I  would  ask  the  administration,  where  in  God's 
green  earth  is  this  money  going  to  come  from?  How  can  the  admin- 
istration and  how  can  we  justify  making  new  commitments  to  IFI 
funding  when  we  are  unable  to  stay  anywhere  near  current  on 
meeting  the  commitments  we  have  already  entered  into? 

It  just  seems  to  me  that  with  scarce  resources,  we  are  going  to 
have  to  make  priority  judgments,  and  I  doubt  very  much  that  you 
are  going  to  see  those  arrearages  shrink  next  year.  And  I  don't  see 
how  we  can  with  a  straight  face  fund  that  facility  or  a  new  window 
if  we  are  not  keeping  current  with  the  old  ones. 

Second,  as  I  understand  the  proposition,  it  would  seem  to  me  to 
be  a  bit  misleading  in  that  it  superficially  describes  the  NADBank 
as  an  equally  shared  Mexican  and  American  program.  The  Mexi- 
cans ana  Americans,  as  I  understand  it,  are  proposing  to  share 
equally  the  cost  of  $56  million  in  paid-in  callable  capital  each  year. 
But  what  is  really  happening  as  far  as  I  can  see  is  that  the  United 
States  will  be  providing  $225  million  overall,  plus  about  $2  billion 
in  callable  capital,  which  will  result  in  private  U.S.  funds  being 
borrowed  on  U.S.  credit. 


The  Mexicans  will  be  providing  the  same  $225  million,  but  the 
last  time  I  looked,  their  credit  supporting  callable  capital  is  not 
likely  to  be  used  to  any  great  extent,  and  I  think  you  ought  to 
question  the  administration  about  that  problem.  Because  it  seems 
to  me  that  in  reality,  the  United  States  will  be  putting  at  risk 
$2.25  billion,  while  Mexico  will  be  providing  about  $225  million  in 
real,  at-risk  money,  and  most  of  the  funds,  as  I  understand  it,  will 
be  spent  in  Mexico. 

The  third  point  that  I  would  simply  like  to  raise  is  that  I  under- 
stand that  our  government  might  be  proposing  to  use  10  percent 
of  those  NADBank  funds  for  a  few  domestic  programs,  both  near 
the  border  and  in  other  communities  supposedly  affected  by 
NAFTA.  They  would  do  that  through  a  multilateral  organization 
with  a  decisionmaking  board  which  is  half  Mexican  and  half  Amer- 
ican, even  while  we  will  be  putting  out  most  of  the  effective  money. 

I  would  simply  like  to  make  two  points.  In  that  respect  it  seems 
convoluted  indeed  and  precedent-setting  to  send  U.S.  dollars  to 
multilateral  organizations  in  order  to  recycle  some  of  them  back  to 
U.S.  agencies  in  American  communities.  I  believe  that  this  will  be 
the  first  time  an  MDB  has  spent  funds  on  programs  in  the  United 
States. 

I  guess  my  second  point  would  simply  be  a  question:  Is  it  really 
a  good  idea  to  propose  a  scheme  that  has  Mexicans  having  a  50 
percent  say  concerning  American  funds  to  be  spent  on  programs  in 
the  United  States?  I  find  that  idea  quaint,  myself,  and  I  would  sim- 
ply suggest  that — and  I  don't  want  to  masquerade  under  any  false 
pretenses — I  am  a  declared  opponent  of  NAFTA.  But  my  purpose 
here  this  afternoon  is  not  to  debate  NAFTA;  my  purpose  is  to  give 
you  an  honest  read  about  how  real  this  administration  proposition 
is,  and  I  have  to  say  I  see  an  awful  lot  of  gossamer,  given  our  in- 
ability to  fund  even  the  existing  obligations  we  have  to  the  IFIs. 

Chairman  Frank.  Thank  you,  Mr,  Chairman. 

I  should  add  that  as  we  have  gotten  the  complete  set  of  docu- 
ments. The  amount  that  I  gather  your  subcommittee  would  be 
asked  to  provide  is  not  just  $56  million  a  year  for  the  first  4  years, 
but  $61  million,  because  there  is  also  a  $5  million  annual  author- 
ization and  appropriation  requested  for  the  Border  Environment 
Cooperation  Commission,  also  apparently  to  come  out  of  your  ac- 
count. 

So  one  of  the  questions  we  are  going  to  ask  the  administration 
is  whether  there  are  any  other  new  expenditures  that  will  be  else- 
where. I  mean,  this  is  just  within  our  jurisdiction. 

But  as  I  understana  what  vou  are  saying  is,  given  the  allocation 
vou  have  been  given  by  the  budget  procedure — and  we  did  pass  a 
budget  which  locked  in  those  numbers  for  5  years — that  for  these 
next  4  years,  the  $61  million  inevitably  comes  out  of  additional — 
existing  foreign  aid  allotments. 

Mr.  Obey.  Well,  it  will  have  to  come  out  of  existing  foreign  aid 
or  it  will  have  to  come  out  of  some  other  programs  if  we  decide  to 
change  the  rules  in  any  way.  And  I  frankly  don't  think  the  admin- 
istration proposition  is  the  slightest  bit  real. 

Chairman  Frank.  We  are  talking  about  an  additional  $245  mil- 
lion that  has  to  come  up  outside  of  the  callable  capital  out  of  the 
existing  operations.  I  also  agree  with  that  point. 


Actually,  I  was  wondering  when  we  had  the  hearing  with  Mr. 
Torres,  since  part  of  the  thrust  of  this  was  to  alleviate  problems 
that  may  arise  in  the  United  States,  I  didn't  see  how  this  particu- 
lar subcommittee  had  jurisdiction,  but  I  gather  the  mechanism  you 
described  is  the  way  that  we  get  jurisdiction,  that  we  send  the 
money  to  the  multilateral  bank,  in  this  case  bilateral,  and  it  spends 
the  money,  and  I  do  think  that  some  of  our  colleagues  will  be  con- 
cerned about  the  Mexican  Government  having  a  veto  over  whether 
or  not  funds  are  spent  domestically  here. 

Mr.  Obey.  I  would  simply  say  that  when  the  World  Bank  bill  was 
on  the  floor,  it  was  handled  in  a  completely  bipartisan  way,  in  a 
nonideological  way.  Our  committee  has  long  defended  the  idea  of 
contributions  to  IFIs.  But  the  fact  is  that  we  came  within  three 
votes  of  losing  the  entire  appropriation  over  the  existing  World 
Bank  funding. 

And  I  doubt  that  a  Congress  in  that  kind  of  a  mood  on  the  IFIs, 
and  given  these  other  huge  arrearages  in  the  IFIs,  is  going  to  be 
inclined  to  clean  up  $819  million  in  arrearages,  and  make  this  new 
proposition. 

Chairman  Frank.  Mr,  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman. 

Chairman  Obey,  thank  you  very  much  for  your  testimony.  As 
usual,  it  is  candid,  direct,  and  well  considered,  and  I  appreciate 
having  your  input. 

Unlike  you,  I  am  a  supporter  of  NAFTA.  I  reached  that  decision 
about  2  weeks  ago  and  announced  it  with  justification.  On  the 
other  hand,  I  probably  find  myself  in  similar  positions  to  you  on 
this  specific  proposal. 

I  do  think  if  the  administration  is  trying  to  gain  support  for 
NAFTA,  they  may  well  consider  that  there  are  Members  who  are 
now  supportive  of  NAFTA,  on  my  side  of  the  aisle  in  particular, 
who  may  have  second  thoughts  about  the  effort  if  it  has  these  addi- 
tional costs.  And  I  wonder  if  this  little  ploy,  if  that  is  what  it  is, 
or  this  little  initiative,  if  that  is  what  it  is,  may  well  not  backfire 
on  them. 

I  think  we  have  about  $800  million  in  arrearages  on  existing 
U.S.  pledges  to  multilateral  development  institutions,  and  that  is 
one  of  the  reasons  why  I  think  people  look  askance  at  the  funding 
required  for  this  new  initiative. 

I  would  welcome  any  kind  of  further  comments  you  have,  Chair- 
man Obey. 

Mr.  Obey.  Well,  I  guess  all  I  can  say  is  regardless  of  how  people 
in  my  district  feel  on  any  issue  that  we  deal  with  out  here,  the 
number  one  request  I  get  from  people  is,  for  God's  sake,  be  real, 
just  be  real.  And  I  don't  think  this  is  a  real  proposition.  I  regret 
to  say  that. 

I  mean,  my  committee  issued  a  study  2  days  ago  simply  trying 
to  analyze  all  of  the  studies  done  by  all  sides  on  the  issue  of 
NAFTA,  and  we  concluded  that  most  of  them,  while  the  studies 
may  be  real,  that  they  weren't  being  used  in  real  ways  by  either 
side. 

And  so  I  just  suggest  that  this  proposition  ought  to  be  looked  at 
not  in  terms  of  whether  you  support  NAFTA  or  not,  but  whether 
it  is  a  real  contribution  to  the  debate,  and  I  don't  find  it  to  be  one. 


Mr.  Bereuter.  Thank  you. 

Chairman  Frank.  Mr.  Nussle. 

Mr.  Nussle.  Well,  thank  you,  Mr.  Chairman. 

I  don't  disagree  with  your  testimony.  I  guess  my  concern  is  that 
you  are  not  really  in  favor — well,  you  are  not  in  favor  of  NAFTA. 
You  are  not  in  favor  of  this  particular  portion  of  NAFTA.  You  don't 
know  where  on  Grod's  green  earth  we  are  going  to  find  the  money, 
which  interestingly  enough,  is  something  that  we  on  this  side  of 
the  aisle  ask  quite  a  bit  about  the  administration.  And  I  guess 
what  I  am  wondering  is,  is  this  gridlock? 

Mr.  Obey.  Well,  I  don't  think  it  is  gridlock.  I  think  that  is  an 
honest — it  is  supposed  to  be  an  honest  presentation  of  views  and 
differences.  I  don^  care  what  people  call  it,  and  I  think  the  admin- 
istration has  more  than  done  its  job  in  demonstrating  that  it  is 
going  to  be  providing  leadership  to  overcome  gridlock. 

But  the  fact  is  that  in  this  case,  while  I  am  usually  a  strong  sup- 
porter of  the  administration,  in  this  case,  because  this  proposition 
falls  within  my  jurisdiction,  I  feel  I  have  got  an  obligation  to  level 
with  people,  and  I  am  not  here  because  I  am  opposed  to  this  idea. 
That  is  not  the  point.  I  mean,  this  idea,  all  other  things  being 
equal,  might  not  be  a  bad  idea.  The  problem  is  that  I  don't  see  any 
real  way  to  fiind  it.  I  doubt  that  Congress  is  going  to  be  lusting  to 
fund  this  when  we  haven't  even  met  our  prior  commitments  to  the 
IFIs.  That  is  my  only  small,  narrow  point. 

Mr.  Nussle.  Well,  one  of  the  concerns  that  comes  out  of  the 
NAFTA  agreement  is  the  fact  that  we  do  need  to  finance  border  en- 
vironmental and  infrastructure  projects.  This  was  the  administra- 
tion's way  of  funding  it. 

I  don't  know  whether  I  agpree  with  it  or  not  in  microcosm,  but  if 
you  don't  agree  with  it,  do  you  have  any  suggestions  for  this  sub- 
committee of  what  we  can  do  to  improve  this,  to  replace  it,  enhance 
it,  remove  it?  What  would  you  suggest? 

Mr.  Obey.  Well,  I  would  start  by  withdrawing  NAFTA  and  start- 
ing over.  But  I  don't  want  to  get  into  that.  I  mean,  I  really  think 
that  a  cross-border  transfer  tax  is  more  real  than  this  proposition. 

Mr.  Nussle.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Frank.  Yes.  I  have  no  further  questions.  I  know  Mr. 
Obey  has  to  be  elsewhere.  I  just  had  one  additional  question,  be- 
cause since  you  are  the  appropriator,  has  the  Treasury  talked  to 
you  about  how  we  would  finance  this? 

Mr.  Obey.  They  may  have  talked  to  staff,  I  don't  know,  but  I 
haven't  talked  to  them  about  it. 

Chairman  Frank.  This  is  the  first  you  have  heard  of  it,  and  none 
of  us 

Mr.  Obey.  That  may  be  my  fault,  not  theirs.  I  don't  really  know. 

Chairman  Frank.  I  have  to  say,  it  does  seem  to  me  to  be  driven 
by  a  vote  count  more  than  anything  else,  and  I  am  not  sure  that 
this  is  the — I  don't  think  that  this  is  a  good  way  to  legislate. 

Mr.  Sanders. 

Mr.  Sanders.  I  am  sorry  I  am  late  for  Mr.  Obe/s  presentation. 

Mr.  Obey,  do  you  have  any — forgetting  the  economics  for  a  sec- 
ond, what  about  the  philosophy  or  the  ideology,  if  you  like,  of  the 
American  taxpayers  spending  what  may  amount  to  huge  amounts 


of  money  to  improve  the  environment  that  was  degradated  by  mul- 
tinational corporations  who  were  paying  people  very  low  wages,  in 
some  instances  moving  out  of  the  United  States,  throwing  workers 
out  on  the  street,  going  to  Mexico,  polluting  their  environment,  and 
we  go  back  to  these  workers  and  say,  "Guess  what,  we  are  going 
to  raise  your  taxes"?  Do  you  have  any  thoughts  on  that? 

Mr.  Obey.  That  is  why  I  intellectually  favor  a  cross-border  trans- 
fer tax,  because  people  benefiting  from  the  trade  are  paying  for  the 
activity.  But  you  know,  that  is  somebody  else's  jurisdiction. 

I  just  felt  a  responsibility  to  point  out  to  people  that  if  people  are 
going  to  vote  for  this  on  the  idea  that  they  think  it  is  real,  they 
had  doggone  well  better  understand  what  the  financial  realities 
are,  because  I  have  to  be  the  messenger  next  year,  and  I  don't  want 
anybody  betting  on  something  that  isn't  going  to  be  coming. 

Mr.  Sanders.  Thanks. 

Chairman  Frank.  Mr.  Watt. 

Mr.  Watt.  I  don't  have  any  questions,  Mr.  Chairman.  Thank  you. 

Chairman  Frank.  Mr.  Obey,  thank  you.  I  realize  you  are  due 
elsewhere  and  I  appreciate  your  testimony. 

Mr.  Obey.  I  appreciate  the  time. 

Chairman  Frank.  We  will  next  hear  from  the  Department  of 
Treasury.  Assistant  Secretary  Shafer  I  believe  is  going  to  be  the 
representative  from  Treasury. 

STATEMENT    OF    HON.    JEFFREY    SHAFER,    ASSISTANT    SEC- 
RETARY OF  THE  TREASURY  FOR  INTERNATIONAL  AFFAIRS 

Mr.  Shafer.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  testify 
before  this  subcommittee  on  the  NAFTA  agreements. 

I  want  to  particularly  talk  about  the  NADBank  and  the  Border 
Environmental  Cooperation  Commission  agreements  that  have  just 
been  concluded.  But  first,  I  just  want  to  record  that  in  our  view, 
NAFTA  does  offer  a  broad  historic  opportunity  to  improve  our  com- 
petitiveness, to  create  new  United  States  jobs,  and  to  develop  a 
strong  partnership  with  the  countries  of  Latin  America,  starting 
with  Mexico. 

It  will  create  the  world's  largest  market  and  it  will  level  a  play- 
ing field  that  is  now  sharply  tilted  in  Mexico's  favor.  It  will  lock 
in  our  preferential  access  to  our  first  and  third  largest  trading 
partners.  It  is  going  to  give  us  a  secure  market.  It  offers  new  op- 
portunities for  Americans.  On  this  basis,  we  think  it  will  create 
200,000  high-wage  jobs. 

NAFTA  is  going  to  give  us  a  leg  up  on  special  access  to  the  rest 
of  Latin  America,  and  this  is  the  second  fastest  gprowing  region  in 
the  world.  These  are  the  fundamental  reasons  for  supporting 
NAFTA. 

It  is  also  true  that  NAFTA  is  historic  in  that  it  is  the  first  trade 
agreement  that  addresses  labor  and  environmental  issues  explic- 
itly. I  want  to  focus  my  remarks  on  the  negotiations  that  have 
made  a  further  contribution  to  these  aspects  of  the  set  of  NAFTA 
agreements. 

Our  agreement  offers  a  new  model  for  international  cooperation 
at  the  local  level,  to  design,  finance,  and  build  environmental 
projects  that  will  make  a  contribution  to  resolving  problems  that 
have  a  direct  impact  on  U.S.  citizens.  At  the  same  time,  our  agree- 


ment  will  offer  loans  or  guarantees  to  help  those  throughout  the 
United  States  and  Mexico  who  are  in  communities  that  face 
NAFTA-related  adjustment. 

Now,  the  problems  of  raw  sewage  dumped  in  boundary  waters, 
problems  of  unsafe  drinking  water  and  of  inadequate  municipal 
waste  disposal  on  both  sides  of  the  border  predate  NAFTA  and  de- 
mand resolution.  The  NAFTA  package  offers  us  the  opportunity  to 
assure  that  these  problems  are  going  to  be  addressed. 

Our  new  agreements  will  create  two  new  institutions.  The  first 
is  a  United  States-Mexican  Border  Environment  Cooperation  Com- 
mission, the  BECC.  This  commission  will  help  coordinate  projects 
and  assemble  financing  packages. 

The  second  is  a  new  United  States-Mexican  North  American  De- 
velopment Bank,  or  NADBank,  and  this  institution  will  provide  fi- 
nancing at  minimal  budget  cost  in  order  to  support  border  environ- 
ment infrastructure  projects  and  NAFTA-related  community  ad- 
justment and  investment  programs. 

Let  me  talk  first  about  the  BECC.  This  new  coordinating  agency 
will  help  border  States  and  communities  to  design  and  arrange  fi- 
nancing for  environmental  infrastructure  projects,  and  oversee  the 
use  of  the  money.  It  is  going  to  give  priority  initially  to  wastewater 
treatment,  drinking  water,  and  municipal  waste  projects. 

An  unprecedented  aspect  of  this  international  agreement  is  its 
degree  of  public  and  local  participation.  It  includes  a  strong  empha- 
sis on  State  and  municipal  government  involvement  in  proposing 
and  deciding  upon  environmental  infrastructures  in  the  border 
area. 

The  agreement  assures  that  the  views  of  affected  States,  local 
communities,  and  members  of  the  public  will  be  fully  taken  into  ac- 
count. The  new  commission  will  have  a  binational  board  of  direc- 
tors with  Federal,  State,  and  local  government  and  public  represen- 
tation. It  will  also  have  an  advisory  council  and  this  council  will 
have  members  drawn  from  the  border  region.  A  provision  is  made 
in  the  agreement  for  public  notice  and  comment  on  proposed 
projects. 

I  should  hasten  to  note  that  this  new  commission  will  not  have 
sovereign  power  of  its  own.  It  will  offer  its  services  to  States  and 
local  bodies  and  assist  them  in  cooperative  activities,  but  it  will  not 
compel  them  to  act  or  override  existing  laws. 

Now,  let  me  illustrate  briefly  how  this  new  entity  would  provide 
assistance  to  border  communities.  Take  an  example.  Suppose  El 
Paso  wants  to  expand  its  wastewater  treatment  facility.  It  could 
approach  the  BECC  for  assistance.  The  BECC  would  serve  as  a 
conduit  for  improving  coordination  among  the  various  groups  and 
jurisdictions  on  both  sides  of  the  border  mat  might  have  an  inter- 
est in  the  results  of  this  project. 

In  this  case,  for  example,  the  BECC  would  encourage  El  Paso  to 
include  its  sister  city  in  Mexico,  Ciudad  Juarez,  in  its  planning 
process,  in  order  to  ensure  that  mutual  concerns  are  addressed 
and,  where  appropriate,  that  economies  of  scale  are  realized. 

Once  a  project  is  ready  for  formal  review,  it  would  go  to  an  advi- 
sory council  for  comment,  and  then  to  the  board  of  directors  for  cer- 
tification, and  in  each  case,  not  only  would  it  have  to  meet  the 
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standards  set  down  and  established  by  the  commission,  it  would 
have  to  meet  all  local  and  environmental  laws. 

Once  the  directors  certify  that  the  project  met  appropriate  engi- 
neering, environmental  and  financial  standards,  the  commission 
would  try  to  assemble  a  financing  package  drawing  on  public,  pri- 
vate, and  international  sources. 

The  BECC  will  try  to  mobilize  private  capital  to  the  maximum 
extent  possible.  In  fact,  this  was  an  overriding  consideration  in  our 
design  of  this  initiative  in  order  to  minimize  the  impact  on  the 
budget  of  both  countries  involved,  and  in  order  to  maximize  what 
the  private  sector  can  bring  to  such  projects.  Now  let  me  turn  to 
the  sources  of  financing. 

We  do  want  to  maximize  the  private  sector  role,  and  this  is  going 
to  entail  reliance  to  the  greatest  extent  possible  on  local  user  fees 
in  order  to  service  the  debts  that  are  incurred.  We  recognize  that 
continuing  funding  from  the  Mexican  and  United  States  Govern- 
ments will  be  necessary  in  many  cases. 

We  are  looking  at  a  capital  requirement  on  the  order  of  $8  billion 
to  put  environmental  infrastructure  projects  in  the  border  region 
over  the  next  decade.  And  we  are  looking  at  a  broad  range  of 
sources  of  financing. 

We  see  private  financing  playing  an  important  and,  hopefully,  a 
lasting  role  in  this.  We  see  $2  billion  in  resources  as  a  continuation 
of  existing  State  and  local  programs.  We  see  $2  billion,  I  think  as 
a  conservative  estimate  at  this  stage,  in  new  funding  from  the 
World  Bank  and  the  Inter-American  Development  Bank. 

The  World  Bank  has  already  committed  $1.8  billion  to  all  of  Mex- 
ico, but  a  substantial  portion  will  be  for  the  border  region  for  envi- 
ronmental projects,  and  that  is  just  for  the  early  years.  We  expect 
to  see  more  later. 

We  will  have  continued  grant  support  or  loans  from  the  Environ- 
mental Protection  Agency  of  about  $700  million.  We  also  now  esti- 
mate an  equal  amount  from  the  Mexican  side. 

Finally,  we  are  creating  the  capacity  in  the  NADBank  to  provide 
about  $2  billion  in  loans  or  guarantees  for  environmental  infra- 
structure structure  projects,  and  perhaps  more. 

The  NADBank  creation  responds  to  the  need  for  additional  fi- 
nancing to  ensure  the  projects  can  go  forward  both  for  the  border 
environmental  projects  and  also  for  projects  elsewhere  in  the  two 
countries,  in  communities  facing  difficulties  due  to  NAFTA,  and 
who  seek  credit  support  in  order  to  undertake  adjustment. 

We  do  not  expect  many  displacements  as  a  result  of  NAFTA,  and 
we  expect  few  communities,  if  any,  to  face  difficult  adjustment.  We 
are  nevertheless  committed  to  providing,  through  Labor  Depart- 
ment programs,  all  the  help  we  can  to  workers  who  are  affected  by 
NAFTA,  and  we  are  extending  a  similar  commitment  to  support  in- 
vestment in  affected  communities  through  the  NADBank  so  that 
they  can  have  the  confidence  of  knowing  measures  are  in  place  to 
assist  them. 

Now,  the  financing  structure  of  the  NADBank  would  mirror  that 
of  the  existing  multilateral  development  banks.  This  is  going  to  en- 
able us  to  minimize  the  budgetary  resources  by  leveraging  paid-in 
capital  and  substantially  larger  loans  and  guarantees  through  bor- 
rowing in  the  capital  markets. 


The  total  capital  of  the  NADBank  will  amount  to  $3  billion.  The 
United  States  and  Mexico  will  provide  equal  shares  of  both  paid- 
in  and  callable  capital  with  the  paid-in  capital  being  $225  million 
for  each  country.  That  is  the  $56  million  a  year  over  a  period  of 
4  years  that  Congressman  Obey  referred  to  in  his  testimony. 

Through  market  borrowings,  we  believe  we  can  leverage  the 
paid-in  capital  into  $2  billion  mitially,  and  if  the  risks  are  managed 
carefully,  perhaps  eventually  up  to  $3  billion,  the  legal  limit  on  the 
bank,  in  financing  via  loans  and  guarantees.  The  bank  would  be 
managed  to  assure  a  triple-A  credit  rating. 

The  bulk  of  NADBank  financing  will  be  available  to  support  the 
environmental  infrastructure  projects  certified  by  the  BECC.  The 
NADBank  loans  and  guarantees  will  backstop  any  shortfall  in  pri- 
vate sector  financing  to  make  certain  that  projects  can  be  com- 
pleted. Environmental  projects  financed  by  the  NADBank  would  re- 
quire the  certification  of  the  BECC. 

Ten  percent  of  the  United  States  and  the  Mexican  capital  would 
be  reserved  for  NAFTA-related  community  adjustment  and  invest- 
ment in  the  United  States  and  Mexico.  Community  adjustment  and 
investment  financing  on  the  U.S.  side  would  be  funneled  through 
existing  government-sponsored  credit  programs  targeting  specific 
help  for  those  in  U.S.  communities  particularly  affected  by  NAFTA. 
The  decisions  about  those  loans  would  be  made  by  U.S.  officials. 

We  expect  the  program  could  generate  at  least  $200  million  in 
community  adjustment  financing  through  loans  and  guarantees  on 
the  U.S.  side.  A  special  advisory  and  review  committee,  including 
representatives  of  low-income  communities  and  other  private  rep- 
resentatives, would  provide  advice  on  loan  guidelines  and  commu- 
nity adjustment  issues  for  the  U.S.  window. 

The  cost  to  the  United  States  for  generating  up  to  $3  billion  in 
loans  and  guarantees  is  expected  to  be  only  $56  million  a  year  for 
4  years.  We  think  that  is  significant  leveraging. 

While  we  expect  loan  charges  and  investments  to  defray  the  ad- 
ministrative costs  for  the  financing  facility,  there  will  be  small  ad- 
ditional costs,  perhaps  $5  million  a  year  for  each  country,  for  the 
operating  expenses  of  the  BECC.  We  think  this  price  tag  is  a  small 
one  to  help  ensure  clean,  safe  water  in  the  border  area  and  support 
for  communities  affected  by  NAFTA,  even  outside  the  border  area. 

Mr.  Chairman,  let  me  close  by  saying  that  we  have  put  consider- 
able effort  into  developing  this  agreement  in  order  to  put  in  place 
measures  that  address  border  region  environmental  infrastructure 
problems.  In  doing  so,  we  have  consulted  closely  with  border  States 
and  cities,  with  a  number  of  Members  of  Congress,  and  with  na- 
tional and  local  environmental  groups. 

We  believe  the  agreement  that  we  have  negotiated  reflects  their 
interests  and  offers  a  new  model  for  international  cooperation  at 
the  local  level.  I  am  very  heartened  by  the  support  we  have  re- 
ceived from  environmental  groups  in  this  respect.  And  we  think  the 
package  is  an  important  complement  to  the  NAFTA  agreement. 

We  nave  a  window  of  opportunity  to  help  Americans  and  Mexi- 
cans in  the  border  region  imdertake  joint  environmental  commit- 
ments to  solve  a  problem  that  has  been  there  for  a  long  time.  Sup- 
port for  the  NAFTA  package  is  essential  to  turn  that  opportunity 
into  a  reality,  as  well  as  to  secure  the  wider  benefits  of  the  NAFTA. 
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Thank  you. 

[The  prepared  statement  of  Mr.  Shafer  can  be  found  in  the  ap- 
pendix.] 

Chairman  Frank.  When  did  the  negotiations  on  this  addition  to 
the  agreement  begin? 

Mr.  Shafer.  I  take  it  that  there  were  discussions  that  went  back 
into  the  very  early  days  of  this  administration.  I  became  involved 
in  this  activity  in  July.  We  had  some  initial  discussions  with  the 
Mexican  Grovernment,  I  can't  remember  whether  it  was  late  July 
or  early  August.  It  really  got  down  to  seriously  trying  to  address 
these  issues  in  September,  and  putting  together  the  agreement  has 
been  something  that  has  happened  over  the  last  2,  2V2  weeks. 

Chairman  Frank.  So  this  is  fairly  recent? 

Mr.  Shafer.  So  really  the  falling  into  place  is  very  recent. 

Chairman  Frank.  Was  this  originally  one  of  the  side  agreements 
that  was  to  be  included,  or  was  this  a  later  addition  to  that  pack- 
age? 

Mr.  Shafer.  As  I  said,  the  original  thinking  about  how  do  we  ad- 
dress the  border  cleanup  problem  has  its  origins  going  back  to,  at 
least  the  beginning  days  of  this  administration,  perhaps  the  pre- 
vious administration,  and  the  thinking  was  that  it  was  in  parallel 
with  the  discussion  of  the  side  agreements. 

Chairman  Frank.  When  were  the  side  agreements — what  is  gen- 
erally referred  to  as  the  side  agreements,  when  were  they  con- 
cluded? 

Mr.  Shafer.  My  recollection  is  that  it  was  early  August. 

Chairman  Frank.  Why  wasn't  this  one  of  the  original  side  agree- 
ments? 

Mr.  Shafer.  I  don't  know  the  history  preceding  the  preparation 
of  the  side  agreements.  I  know  that  it  took  us  into  September  to 
try  to  find  what  we  found,  a  proper  balance  between  addressing  the 
problem  and  finding  a  financially  viable  way  of  doing  it. 

Chairman  Frank.  But  this  wasn't  being  negotiated  while  the 
other  side  agreements  were  being  negotiated?  It  was  not  a  part  of 
that  negotiation? 

Mr.  Shafer.  No. 

Chairman  Frank.  The  other  negotiation  came  later? 

Mr.  Shafer.  This  negotiation  came  later.  I  had  my  first  informal 
contacts  with  the  Mexican  side  about  how  we  might  approach  this 
on  the  occasion  of  the  finishing  up  of  the  side  agreements. 

Chairman  Frank.  Are  there  other  agreements  like  this,  sort  of 
other  additional  side  agreements  that  we  can  expect,  or  is  this  the 
only  one? 

Mr.  Shafer.  None  that  I  am  aware  of,  and  I  think  I  would  be 
aware  if  there  were  any  others. 

Chairman  Frank.  So  this  is  the  only  additional  one? 

Mr.  Shafer.  All  I  can  say  is  I  am  unaware  of  any  others.  Given 
that  we  expect  to  send  this  legislation  up  early  next  week,  there 
is  not  much  time  for  any  more  to  fall  into  place. 

Chairman  Frank.  No,  and  there  wasn't  much  time  for  this  one. 

What  about  Mr.  Obey's  question,  $61  million  altogether,  $5  mil- 
lion for  the  Border  Environment  Commission,  is  that  just  to  come 
out  of  the  150  account  and  the  budget  for  the  next  4  years? 
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Mr.  Shafer.  I  regret  to  say  that  the  administration  does  not 
have  a  complete  answer  to  the  question  of  how  are  we  going  to  pay 
for 

Chairman  Frank.  I  will  take  a  partial  answer. 

Mr.  Shafer.  NAFTA.  And  this  is  a  part  of  the  broader  question 
of  where  do  we  find  the  $2.7  billion  to  make  up  for  the  tariff  cuts 
and  the  other  programs  involved. 

Chairman  Frank.  So  you  add  this  $61  million  to  that? 

Mr.  Shafer.  And  this  is  $61  million  as  part  of  that  bill,  and  we 
are  still  working  on  the  question  of  where  it  will  come  from. 

I  feel  as  strongly  as  I  know  you  do  and  Congressman  Obey  does 
in  being  concerned  about  the  pressures  on  the  150  account  and  the 
arrearages  of  other  international  organizations,  and  it  is  my  hope 
that  we  can  avoid 

Chairman  Frank.  Between  now  and  next  week  when  the  legisla- 
tion comes  up 

Mr.  Shafer.  We  will  have  to  have  an  answer  before  the  legisla- 
tion comes  up. 

Chairman  Frank.  We  will  have  to  have  an  answer  is  not  one  of 
those  confidence-inspiring  phrases  that  people  like  to  hear.  So  it  is 
an  additional — $225  million  plus  $20  million,  so  it  is  an  additional 
$245  million  that  has  to  be — that  is  why  I  asked  about  other  agree- 
ments. That  is  $245  million  added  to  the  $2.7  billion,  right? 

So  we  are  getting — we  don't  know  if  there  is  any  other  besides 
the  $245  million,  that  was  my  question,  whether  there  will  be  any 
other  add-ons  to  be  financed  in  addition  to  this  $245  million? 

Mr.  Shafer.  No. 

Chairman  Frank.  OK.  We  have  a  number  of  our  members  here 
and  we  may  get  a  vote,  so  I  am  going  to  stop  at  this  point. 

Mr.  Bereuter. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman. 

I  have  distributed  to  my  Democratic  colleagues  and  Mr.  Sanders 
questions  for  Mr.  Shafer.  First  of  all,  I  ask  unanimous  consent  that 
tney  be  made  a  part  of  the  record. 

Chairman  Frank.  Without  objection. 

[The  questions  referred  to  can  be  found  in  the  appendix.] 

Mr.  Bereuter.  I  would  submit  them  to  Treasury.  If  anyone  wish- 
es to  ask  these  orally,  they  are  certainly  welcome  to  do  that.  Col- 
leagues on  this  side  of  the  aisle  already  have  these. 

These  questions  are  based  upon  the  ad  referendum  text  that  we 
received  this  morning.  It  has  been  modified  since  Monday,  so  it  is 
a  little  hard  to  keep  up. 

I  have  lots  of  questions,  and  I  am  going  to  encourage  the  chair- 
man not  to  hold  any  markups  until  we  get  answers  to  these  ques- 
tions and  other  questions  that  other  members  have,  because  I 
think  this  is  a  very  expensive  and  serious  proposal.  I  am  not  sure 
if  I  should  take  it  seriously  or  not,  but  I  guess  I  will. 

Chairman  Frank.  Will  the  gentleman  yield? 

Mr.  Bereuter.  I  will  yield. 

Chairman  Frank.  I  would  like  to  accommodate  him.  The  problem 
is  that  under  the  timetable  here,  we  might  not  have  the  option  of 
not  having  to  say  either  yes  or  no.  That  is  the  problem. 

I  hadn't  been  planning  a  subcommittee  markup,  but  certainly  I 
agree  with  the  gentleman,  we  don't  have  enough  information  to 
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make  a  decision  yet,  but  if  we  are  going  to  be  asked,  we  have  to 
say  something. 

Mr.  Shafer.  We  will  certainly  take  the  questions,  though,  and 
make  our  best  efforts  to  answer  them  either  right  now  on  the  spot, 
or  in  writing. 

Mr.  Bereuter,  What  is  your  desired  passage  of  this  legislation? 
Do  you  expect  that  we  will  pass  this  before  we  adjourn  on  the 
22nd? 

Mr.  Shafer.  Yes.  I  think  we  are  still  hoping  that  we  will  have 
a  vote  on  November  17. 

Mr.  Bereuter.  Why  is  this  vote  necessarily  tied  to  the  vote  on 
NAFTA? 

Mr.  Shafer.  This  is  a  part  of  the  package  of  measures  that  the 
administration  believes  are  important  in  order  to  implement  the 
NAFTA. 

Mr.  Bereuter.  But  it  is  not  a  part  of  the  NAFTA  agreement; 
isn't  that  correct? 

Mr.  Shafer.  It  is  not  a  part  of  the  NAFTA  agreement,  nor  are 
the  other  side  agreements  that  were  referred  to  and  a  number  of 
other  pieces  of  domestic  legislation. 

Mr.  Bereuter.  A  vote  is  expected,  unless  there  is  a  change  in 
plans  on  NAFTA,  regardless  of  the  passage  of  this  bill. 

Mr.  Shafer.  It  is  intended  that  this  will  become  a  part  of  the 
NAFTA  implementing  legislation  that  will  come  up  next  week. 

Mr.  Bereuter.  What  happens  if  it  doesn't?  Would  it  be  your  ex- 
pectation we  will  proceed  with  the  NAFTA  vote? 

Mr.  Shafer.  Well,  it  is  my  expectation  that  it  will  be  a  part  of 
the  package.  If  it  doesn't 

Chairman  Frank.  If  the  gentleman  will  yield,  my  understanding 
is  that  we  were  asked  our  opinion  under  the  fast-track  procedure, 
they  can  put  it  in  whether  we  say  we  like  it  or  don't  like  it. 

Mr.  Shafer.  And  we  can  leave  it  out. 

Chairman  Frank.  They  can  do  whatever  they  want  for  the  fast- 
track  procedure.  We  are  in  effect  advising  them 

Mr.  LaFalce.  If  I  may  be  heard  on  that  issue. 

Mr.  Bereuter.  Has  in  fact  the  administration's  submission  on 
NAFTA  not  been  made  already? 

Mr.  Shafer.  No,  no.  What  has  happened  is  that  the  various 
pieces  of  the  legislation,  of  which  this  is  one,  have  been  coming  up 
here  for  this  kind  of  consideration  prior  to  the  administration's  de- 
livery formally  of  the  entire  package. 

Chairman  Frank.  And  there  is  an  important  calculus,  which  is 
whether  they  will  drive  away  more  by  adding  it  than  they  will 
gain 

Mr.  Bereuter.  Well,  that  is  my  prediction. 

Chairman  Frank.  The  gentleman  from  New  York. 

Mr.  Bereuter.  I  yield  to  the  gentleman  from  New  York. 

Mr.  LaFalce.  Thank  you. 

I  just  want  to  make  a  point  on  fast  track,  because  I  think  that 
we  have  perpetrated  a  fraud  on  the  Mexican  public,  the  American 
public,  and  most  importantly  on  ourselves  with  respect  to  fast 
track. 
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First  of  all,  in  your  words,  Mr.  Shafer,  fast  track  is  not  applicable 
to  the  side  agreements,  correct?  That  is  what  you  just  said  a  few 
seconds  ago.  Let  me  make  a  point  here. 

OK  Fine. 

Second,  the  legislation  called  fast  track  specifically  has  a  provi- 
sion within  it  that  says  that  no  amendments  can  be  offered  thereto 
unless  the  Congress  wishes  to.  So  there  is  £in  exception  which  says 
you  can't  offer  an  amendment  unless  you  want  to  offer  an  amend- 
ment. 

So  we  have  it  within  our  plenary  power  to  offer  an  amendment 
any  time  we  want  to  legislatively,  but  most  importantly,  even  if 
that  proviso,  that  exception  were  not  within  the  fast-track  legisla- 
tion, it  would  be  constitutionally  unenforceable  to  attempt  to  pre- 
vent the  Congress  from  offering  any  amendment  they  wanted  to  to 
the  implementing  legislation  to  NAFTA  at  any  time  whatsoever.  I 
thank  the  Chairman. 

Chairman  Frank.  Thank  you. 

Mr.  Sanders. 

Mr.  Sanders.  I  would  just  like  to  ask  Mr.  Shafer  a  question.  I 
was  a  mayor  of  a  city  for  8  years.  We  bonded  $50  million  to  build 
a  wastewater  plant  in  our  city.  Twenty-five  million  dollars  came 
from  the  city,  from  the  State.  We  raised  wastewater  rates  enor- 
mously. I  have  the  feeling  that  that  same  story  could  be  told  for 
every  city  in  Congressmen's  districts,  enormous  environmental 
problems. 

In  general,  if  I  am  not  mistaken,  a  lot  of  the  environmental  dam- 
age done  on  the  border  area  is  a  result  of  companies  that  came 
from  the  United  States  of  America,  and  from  other  countries,  went 
down  to  Mexico,  a  country  which  has  very  lax  environmental  stand- 
ards. And  what  these  companies  did  is  put  all  of  their  toxic  waste 
into  the  water  systems  and  whatnot,  caused  an  enormous  amount 
of  pollution. 

I  wonder  if  you  could  tell  me  how  I  go  back  to  Vermont  and  tell 
the  people  in  my  State  whose  taxes  and  wastewater  bills  are  going 
way,  way  up  in  order  to  build  plants  there  that  are  not  adequately 
funded  by  the  Federal  Government,  why  we  should  be  paying  as 
taxpayers,  citizens  in  this  country,  to  compensate,  in  a  sense,  for 
the  damage  done  by  large  multinational  corporations,  many  of 
whom  moved  out  of  this  country  to  go  to  Mexico  to  hire  cheap 
labor.  Would  you  please  explain  to  me  how  I  can  explain  that  to 
the  people  in  my  State. 

Mr.  Shafer.  That  is  not  the  major  source  of  the  problems  that 
exist  there. 

Mr.  Sanders.  What  is  the  major  source? 

Mr.  Shafer.  The  major  source  of  it  is  the  people  who  live  along 
the  border,  on  both  sides  of  the  border. 

Mr.  Sanders.  Not  the  factories? 

Mr.  Shafer.  Not  the  factories,  the  biggest  problem. 

Mr.  Sanders.  What  are  they  doing,  washing  their  dirty  wash 

Mr.  Shafer.  Washing  their  dirty  wash  without  any  sewage  treat- 
ment, raw  sewage  is  going  into  these  border  waters.  They  have 
not 

Chairman  Frank.  I  will  take  judicial  notice  of  how  sewage  is 
made  and  we  don't  have  to  go  further. 
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Mr.  Shafer.  And  the  problem  is  that  the  capital  resources  on 
both  sides  of  the  border  are  not  available  to  get  a  start  on  this 

groblem.  If  we  can  generate  the  capital  resources  then  we  can  get 
oth  businesses  and  individuals  to  pay  up  to  their  capacity  for  the 
services  of  treating  this  sewage. 

To  the  extent  that  there  is  a  free  ride  going  on,  these  mecha- 
nisms are  a  way  of  putting  a  stop  to  it.  By  creating  a  binational 
commission  to  consider  the  environmental  problems,  to  give  voice 
to  and  consultation  to  environmental  groups  along  the  border,  we 
are  going  to  create  a  process  in  which  there  is  going  to  be  much 
more  local  involvement, 

Mr.  Sanders.  My  understanding  is  that  a  significant  number  of 
maquiladora  plants  do  not  have  effective  waste  or  disposal  of  their 
toxic  waste,  is  that  true? 

Mr.  Shafer.  We  should  have  somebody  here  from  the  EPA  to 
talk  to  the  technicalities.  My  understanding  of  the  problem  is  that 
one  of  the  rules  on  toxic  waste  is  that  it  has  to  be  shipped  across 
the  border  to  the  United  States. 

Mr.  Sanders.  And  do  you  think  it  is?  Do  you  have  any  indication 
that  it  is?  That  is  what  the  law  is.  My  understanding  is  that  the 
law  is  widely  violated.  Does  anybody  here  from  the  EPA  want  to 
tell  me  I  am  wrong?  Am  I  right? 

In  other  words,  I  think  what  you  are  giving  us  is  a  lot  of  hocus- 
pocus.  I  think  what  you  are  asking  of  the  American  taxpayers  is 
to  bail  out  the  General  Motors  and  the  Zeniths  and  other  multi- 
national corporations  who  have  gone  there,  and  I  think  given  the 
enormous  economic  problems  many  of  our  cities  and  States  are  fac- 
ing, I  think  that  is  extremely  unfair. 

Thank  you,  Mr.  Chairman. 

Chairman  Frank.  Mr.  McCandless. 

Mr.  McCandless.  Well,  I  take  a  little  different  view  of  this  than 
Mr.  Sanders. 

I  want  to  make  a  couple  of  statements,  Mr.  Shafer,  and  then  you 
can  respond  to  them.  Mr.  Sanders  and  I  both  were  on  a  4-day  trip 
that  involved  the  very  subjects  that  we  are  talking  about.  Since  my 
district  is  somewhere  about  40  miles  from  where  the  New  River 
discharges  into  the  Salton  Sea  in  California,  and  I  was  bom  six 
blocks  from  that  New  River,  I  have  a  certain  knowledge  of  the 
area.  And  for  Mr.  Sanders'  benefit,  the  New  River  discharge  goes 
into  the  Salton  Sea,  which  is  254  feet  below  sea  level,  and  Mexicali 
is  something  like  100  feet  below  sea  level.  The  contents  of  that  dis- 
charge of  primarily  raw  sewage,  which  in  some  cases  has  been 
treated,  stormwater  runoff  and  industrial  waste  fi'om  other  than 
maquiladora  projects. 

For  some  50-plus  years,  we  have  been  trying  to  get  something 
done  about  that  through  what  is  referred  to  as  tne  Border  Commis- 
sion, as  they  have  been  trying  to  do  over  in  Tijuana.  I  was  quite 
taken  back  by  the  fact  that  we  spent  some  time  with  our  Border 
Commissioner — not  the  program  that  you  are  talking  about  creat- 
ing, but  the  existing  program.  The  gentleman  was  very  knowledge- 
able and  had  spent  many  years  in  that  area.  He  said  that  the 
project  in  Tijuana  to  handle  wastewater,  floodwater  runoff  pri- 
marily, has  been  agreed  to;  that  the  project  has  the  money  set 
aside  waiting;  on  the  Mexican  side  the  land  acquisition  has  taken 
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place,  the  blueprints  are  in  the  process  of  being  drawn,  and  that 
the  project  will  be  completed  by  1998  if  the  United  States  fin- 
ishes— and  I  emphasize  finishes — its  contribution  to  the  project, 
and  I  repeat  again  which  Mexico  has  funded  entirely. 

Now,  I  am  a  little  bit  confused  here  between  what  the  Border 
Commission  is  currently  doing  and  what  they  talk  about  doing  next 
in  Mexicali  and  what  your  presentation  has  been  relative  to  what 
you  call  your  NADBank  and  your  Border  Environmental  Coopera- 
tion Commission.  Can  you  kind  of  enlighten  me  here? 

Mr.  Shafer.  First,  let  me  apologize  for  having  this  agreement 
create  still  another  commission,  and  the  confusion  of  what  organi- 
zation is  which  here. 

Mr.  McCandless.  Pardon  me.  This  thing  has  been  around  for 
quite  a  while. 

Mr.  Shafer.  The  international 

Mr.  McCandless.  It  has  been  referred  to  on  many  occasions,  be- 
cause of  its  inability  to  do  something,  as  the  Marguerita  Marching 
Society. 

Mr.  Shafer.  The  typical  way  as  I  understand  that  these  prob- 
lems have  been  dealt  with  in  the  past  along  the  border  is  that  the 
two  governments  have  made  100  percent  grant  funding  to  the 
International  Boundary  and  Water  Commission  and  asked  them  to 
go  out  and  build  a  sewage  treatment  plant  to  deal  with  this  prob- 
lem. 

One  of  the  things  that  we  recognize  when  we  started  looking  at 
what  can  we  do  in  the  context  of  NAFTA  about  this  problem  is  that 
that  model  just  won't  work  much  longer.  It  is  already  creaking 
now,  as  you  say,  in  the  case  of  Tijuana,  for  just  the  reasons  that 
Congressman  Sanders  said.  We  are  not  going  to  take  large 
amounts  of  American  taxpayer  money  in  grants  to  do  proiects  in 
Mexico.  But  we  still  have  the  problem  there  and  we  still  want 
something  done. 

So  we  went  looking  for  mechanisms  that  would  take  a  small 
amount  of  money  in  order  to  give  us  the  credit  capacity  and  borrow 
the  money  to  give  the  incentives  to  the  Mexicans  to  sign  up  for  the 
greater  use  of  user  charges  so  that  the  polluters  pay  up  to  their  ca- 
pacity for  these  projects,  in  order  to  deal  with  these  problems  that 
you  have  so  eloquently  described.  It  exists  from  the  gulf  to  the  Pa- 
cific. 

Mr.  McCandless.  These  problems  have  been  there 

Mr.  Shafer.  That  is  correct. 

Mr.  McCandless.  For  64^2  years  that  I  know  about  in  Mexicali 
passing  through  the  Imperial  Valley  into  the  Salton  Sea.  And  they 
have  been  complicated  by  the  fact  that  the  Mexicali  Valley,  for  ex- 
ample, in  the  last  20  years  has  gone  from  something  like  400,000 
population  to  somewhere  around  almost  2  million  because  of  people 
thinking  that  the  border  towns  have  streets  lined  with  gold  and 
moved  from  the  inland  north,  and  obviously  they  bring  with  them 
the  things  that  we  are  talking  about. 

Mr.  Bereuter.  Will  the  gentleman  yield? 

Mr.  McCandless.  Yes. 

Mr.  Bereuter.  This  past  weekend  I  did  the  border  tour  as  well 
and  I  was  surprised  to  find  that  there  are  three  Mexican  border 
cities  that  exceed   1  million  population,  Tijuana,  Ciudad  Juarez, 
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and  Mexicali,  and  that  all  of  the  Mexican  border  cities  are  larger 
than  their  American  counterpart  with  the  exception  of  the  San 
Diego  area.  Does  that  fit  your  description  of  Mexicali,  for  example? 

Mr.  McCandless.  Right. 

Now,  the  point  I  want  to  try  to  bring  up  is,  whether  NAFTA 

E asses  or  not,  the  problem  is  still  going  to  be  there.  It  was  there 
efore  NAFTA,  it  will  be  there  after  NAFTA. 

Why,  from  your  vantage  point,  has  all  of  a  sudden  this  become 
necessary  at  this  time  in  conjunction  with  the  NAFTA  Trade 
Agreement? 

Mr.  Shafer.  Well,  it  provides  us 

Mr.  McCandless.  Because  now  the  maquiladoras  are  supposed 
to  handle  their  own  problems  within  the  structure  of  the  agree- 
ment with  the  Mexican  Government.  If  they  don't,  they  are  in  vio- 
lation of  the  Mexican  law. 

The  industrial  waste  coming  into  the  New  River  is  from  Mexican 
industrial  production  that  has  nothing  to  do  with  the  trade  agree- 
ment. 

Mr.  Shafer.  That  is  correct.  But  the  NAFTA  agreement  creates 
the  opportunity  of  a  new  environmental  cooperation  with  Mexico  in 
which  we  can  develop  a  more  cooperative  approach  to  these  kinds 
of  problems  that  have  been  there  for  a  long  time  and  have  not  been 
addressed.  It  means  it  is  a  situation  in  which  we  can  conceive  of 
entering  into  something  like  the  cooperation  commission  to  deal 
with  these  problems  in  a  binational  way. 

The  general  economic  policy  changes  that  are  taking  place  in 
Mexico  that  lie  behind  the  NAFTA  are  the  ones  that  say  we  are 
ready  to  impose  user  charges  on  polluters  in  order  to  provide  the 
debt  service  on  new  loans.  So  it  makes  the  new  financial  mecha- 
nism possible  in  that  respect. 

At  the  same  time,  I  might  add  that  the  NAFTA  agreement  itself 
is  going  to  knock  the  artificial  pins  out  from  the  maquiladoras  and 
relieve  itself  of  some  of  the  pressure  for  the  artificial  development 
along  the  border  and  the  abuses  that  have  taken  place  there.  So 
there  is  some  hope  that  we  will  have  advantages  for  the  border  en- 
vironment from  that  standpoint  as  well. 

Industrial  development  in  Mexico  I  think  will  be  less  geographi- 
cally distorted  in  the  future. 

Mr.  McCandless.  Would  it  be  a  fair  statement  to  say  that 
NAFTA  has  placed  a  focus  on  this  problem  that  has  heretofore  not 
been  available,  and  that  it  is  time  to  move  on  both  sides  of  the  bor- 
der in  order  to  ensure,  possibly,  agreements  being  passed? 

Mr.  Shafer.  It  has  created  a  focus  and  it  has  created  an  oppor- 
tunity in  terms  of  binational  cooperation  being  something  that  we 
are  beginning  to  engage  in  and  hope  we  can  continue  to  engage  in 
to  solve  these  kinds  of  problems. 

Mr.  McCandless.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Frank.  We  will  recess  and  then  come  back,  if  other 
members  have  questions  for  Mr.  Shafer,  and  then  we  have  one 
other  witness.  So  we  will  be  back  after  the  vote. 

[Recess.] 

Chairman  Frank.  The  hearing  will  reconvene.  I  believe  we  are 
now  up  to  Mr.  Watt. 
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Mr.  Watt.  Thank  you,  Mr.  Chairman. 

Chairman  Frank.  Before  the  gentleman  speaks,  let  me  say  if  any 
member  has  an  opening  statement  or  other  material  that  he  wants 
to  put  into  the  record,  if  there  is  no  objection,  we  will  give  every- 
body an  opportunity  for  that. 

Mr.  Watt.  Mr.  Shafer,  is  there  some  separate  fund  for  the  mon- 
ies that  you  have  testified  about  for  retraining  of  employees  who 
may  be  displaced  as  a  result  of  NAFTA? 

Mr.  Shafer.  There  are  worker  assistance  programs  put  together 
by  the  Labor  Department.  I  am  not  the  person  to  give  you  the  de- 
tails on  those. 

Mr.  Watt.  Is  that  included  somewhere  in  the  NAFTA  agree- 
ment? 

Mr.  Shafer.  The  NAFTA  agreement  signed  by  the  United  States 
and  Mexico  does  not  cover  those.  The  NAFTA  implementing  legisla- 
tion that  is  around  in  pieces  this  week,  and  will  come  up  as  a  body 
on  the  fast  track  next  week,  will  include  those  proposals. 

Mr.  Watt.  So  that  would  be  another  one  of  these  side  agree- 
ments? 

Mr.  Shafer.  That  would  be  U.S.  legislation,  something  we  are 
doing  ourselves  to  take  care  of  our  workers. 

Mr.  Watt.  I  am  having  a  little  trouble  understanding.  I  thought 
in  a  series  of  conversations  or  in  conversations  earlier  today  with 
Mr.  Kantor,  he  said  that  there  was  some  money  available  for  re- 
training. 

And  I  was  trying  to  figure  out  whether  it  is  included  in — whether 
any  of  this  money,  which  as  I  read  your  statement,  part  of  which 
is  available  for  communities  facing  difficulties  due  to  NAFTA,  and 
who  seek  credit  support  in  order  to  undertake  this  displacement, 
we  do  not  expect  many  displacements — when  you  say  displace- 
ments, are  you  talking  about  employees? 

Mr.  Shafer.  Employees  and  businesses  both.  Let  me  say  there 
are  plans  for  a  special  provision  in  what  I  believe  are  the  trade  ad- 
justment assistance  programs  of  the  Labor  Department  to  deal  spe- 
cifically with  NAFTA  affected  workers.  That  is  not  covered  in  this 
agreement. 

There  should  be  legislation  and  statements  of  executive  action 
that  cover  both  of  those  before  the  committees  with  labor  jurisdic- 
tion this  week,  and  those  proposals  that  Ambassador  Kantor  re- 
ferred to  will  be  included  in  the  package  that  is  being  put  together, 
of  which  this  will  be  another  part. 

What  we  have  here  is  something  that  complements  the  specific 
programs  directed  at  worker  adjustment  assistance  and  that  is  to 
create  additional  means  to  ensure  the  credits  are  available,  to  put 
new  production  facilities  in  place  where  they  might  have  been  dis- 
placed, and  to  hire  those  workers  once  they  are  retrained,  and  to 
create  new  opportunities.  So  the  two  go  side  by  side. 

They  are  not  the  same  thing. 

Mr.  Watt.  On  page  7  of  your  statement  you  say  10  percent  of 
the  United  States  and  Mexican  capital  would  be  reserved  for 
NAFTA  related  community  adjustment  and  investment  in  the 
United  States  and  Mexico.  Is  that  the  same  thing  as  the  displace- 
ments that  you  are  talking  about? 
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Mr.  Shafer.  That  is  a  response  to  those  displacements;  that  is 
correct. 

Mr.  Watt.  What  is  that  10  percent  of? 

Mr.  Shafer.  It  is  10  percent  of  the  paid-in  capital,  for  the  U.S. 
share  of  $22.5  million.  We  expect  to  work  in  conjunction  with  exist- 
ing federally  sponsored  credit  guarantee  programs  in  order  to  le- 
verage that  up  to  at  least  $200  million  worth  of  loans  or  loan  guar- 
antees. 

To  take  one  example,  I  guess  the  program  we  are  farthest  down 
the  road  in  working  out  the  details  with  is  the  Small  Business  Ad- 
ministration 7A  Program.  This  is  a  program  whereby  a  business 
can  go  into  any  of  8,000  banks  in  the  United  States  and  make  an 
application  for  a  loan  that  would  be  guaranteed  by  the  SBA. 

The  applications  for  those  loans  far  exceed  the  amount  of  money 
that  is  available  to  support  those  loans,  and  so  by  using  these  and 
NADBank  funds  in  conjunction  with  SBA  loans  will  make  it  pos- 
sible for  people  who  are  in  commimities  where  there  have  been  jobs 
lost  due  to  NAFTA  or  who  want  to  create  new  opportunities  in 
companies  that  have  lost  jobs,  that  they  will  be  able  to  have  pre- 
ferred access  to  this  pool  of  SBA  funds. 

We  are  looking  at  that  as  well  as  the  Rural  Development  Admin- 
istration and  other  existing  credit  guarantee  programs  in  order  to 
have  the  possibility  of  developing  NAFTA  affected  programs  within 
each  of  these  existing  programs. 

Mr.  Watt.  But  the  point  I  think  I  am  trying  to  be  clear  on  is  that 
this  $8  billion  that  capitalizes  the  NADBank  is  completely  different 
from  the  $90  million  fund  that  Mr.  Kantor  was  talking  about  for 
retraining  employees. 

Mr.  Shafer.  Yes.  This  is  different,  but  we  are  not  putting  up  $8 
billion.  $8  billion  is  the  total  figure  for  the  problem  that  we  see  on 
both  sides  of  the  border  for  which  we  expect  to  get  capital. 

The  amount  of  money  that  we  envisage  in  this  program  as  the 
U.S.  budget  contribution  is  $56  million  a  year  for  4  years. 

Mr.  Watt.  Where  does  the  $8  billion  come  from  that  you  refer 
to  at  the  bottom  of  page  4? 

Mr.  Shafer.  We  look  at  the  border  and  ask  how  much  is  g9ing 
to  be  needed  from  all  sources  over  the  coming  10  years;  Mexican 
and  American  sources,  private  sector  sources,  international  banks 
as  well  as  from  these  new  programs  to  meet  the  environmental  in- 
frastructure needs  along  the  border.  That  is  the  $8  billion. 

We  start  from  that  as  a  measure  of  the  problem  and  have  worked 
through  it  and  tried  to  find  a  way  of  responding  to  that  problem 
relying  on  private  sector  and  other  sources  of  funding  and  getting 
down  to  what  we  think  is  a  very  small  claim  on  budgetary  re- 
sources. 

Mr.  Watt.  The  $56  million  that  you  say  will  be  all  that  is  needed 
to  fund  this  thing,  what  will  that  be  used  for? 

Mr.  Shafer.  That  will  capitalize  the  NADBank  and  it  will  go  to 
the  credit  markets  and  borrow  most  of  the  money  it  will  lend  or 
provide  guarantees  on,  and  that  money  will  be  used  as  one  of  the 
sources. 

We  estimate  that  NADBank  can  provide  about  $2  billion  to  help 
meet  the  environmental  needs  along  the  border;  10  percent  of  the 
$56  million  in  paid-in  capital  each  year  for  4  years  will  go  to  pro- 


19 

vide  loan  guarantees  for  loans  made  to  people  in  NAFTA  affected 
communities. 

Mr.  Watt.  It  is  10  percent  of  $56  million.  So  that  is  $5.6  million 
then. 

Mr.  Shafer.  Times  4,  it  gets  you  to  $22.5. 

Chairman  Frank.  $6  million  a  year. 

Mr.  Shafer.  That  is  just  to  cover  the  cost  of  the  guarantee.  The 
problem  is  when  you  start  talking  about  leverage,  you  get  lots  of 
numbers  running  around. 

It  is  very  difficult  the  first  time  to  try  to  keep  track  of  which  one 
is  which. 

Mr.  Watt.  I  have  been  through  this  several  times,  not  this  one, 
but  I  keep  getting  to  the  same  level  of  confusion. 

Mr.  Shafer.  In  addition  to  this,  the  $90  million  is  a  number  I 
have  heard  as  well.  I  wasn't  sure  whether  that  was  the  final  figure 
or  not  that  the  Labor  Department  will  be  providing  for  adjustment 
assistance  separate  from  the  money  we  are  talking  about  today. 

I  understand  that  all  of  these  are  wrapped  up  and  that  we 
haven't  quite  figured  out  the  answer  to  that,  but  we  have  to  very 
soon. 

Chairman  Frank.  Thank  you,  Mr.  Shafer. 

We  have  one  final  witness,  Mr.  Dan  Seligman,  who  is  a  rep- 
resentative of  the  Sierra  Club. 

STATEMENT  OF  DANIEL  SELIGMAN,  WASHINGTON  REP- 
RESENTATIVE FOR  INTERNATIONAL  TRADE  AND  ENVIRON- 
MENT,  SIERRA  CLUB 

Mr.  Seligman.  I  really  wish  I  could  say  a  lot  good  about  this 
plan,  but  I  am  afraid  the  Sierra  Club  and  I  are  pretty  disappointed. 
The  original  NADBank  idea  was  set  forth  by  Professor  Raul 
Hinaiosa  and  this  is  a  pale  imitation  of  what  was  originally  pro- 
posed. The  CHnton  administration's  plan  doesn't  deserve  the  name 
of  NADBank. 

The  starting  points  for  understanding  the  issue  I  think  is  that 
trade  generates  high  transition  costs  for  workers  and  the  environ- 
ment, far  higher  than  I  think  this  NADBank  will  be  able  to  com- 
pensate for.  I  hope  that  we  can  get  into  a  description  of  some  of 
those  problems  in  the  questioning. 

Let  me  move  quickly  to  my  difficulties  with  the  package  as  it  is 
set  forth  in  this  proposal  and  in  Mr.  Shafer's  testimony.  First  of  all, 
the  funding  itself  is  really  not  there,  as  we  see  it.  In  order  to  really 
address  the  problems  that  NAFTA  is  going  to  generate,  you  have 
to  have  a  new  tax  revenue  source.  This  plan  doesn't  have  it. 

The  Sierra  Club  joined  Mr.  Gephardt  in  calling  for  a  transaction 
fee  on  goods,  services,  and  investment  crossing  the  border.  That  is 
the  only  plausible  way  we  think  there  is  to  raise  the  amount  of 
money  necessary  to  address  the  dislocations  and  environmental 
problems  this  NAFTA  will  cause.  The  actual  money  that  has  been 
talked  about  in  this  package  is  inadequate. 

The  Sierra  Club  has  done  an  estimate,  which  I  will  be  happy  to 
answer  questions  about,  that  cleanup  and  other  needs  along  the 
border  over  the  next  10  years  will  cost  $21  billion.  That  dwarfs  the 
figure  that  the  administration  is  talking  about.  They  are  talking 
about  coming  up  with  only  about  a  third  of  that  amount. 
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Looking  at  the  border  region  itself,  the  Sierra  Club  sees  about  $8 
billion  in  needs  for  the  category  of  infrastructure  needs  that  the 
NADBank  is  supposed  to  address — water  supply,  wastewater  treat- 
ment, and  municipal  waste.  The  NADBank,  as  Mr.  Shafer  has  tes- 
tified, is  only  going  to  come  up  with  $2  billion  at  best. 

Other  sources  that  Mr.  Shafer  talked  about,  for  example,  the 
World  Bank  money  isn't  going  to  be  quite  as  much  as  they  say  it 
is,  at  least  for  the  border.  The  World  Bank  has  proposed  about  a 
$3  billion  package,  part  of  which  comes  from  Mexico,  part  of  which 
comes  in  tne  form  of  loans  from  the  bank.  Of  that  money,  only  $700 
million,  not  the  $2  billion  mentioned  by  Mr.  Shafer,  will  be  directed 
at  the  border.  When  you  subtract  out  some  of  these  things,  you  end 
up  with  $6.1  billion  directed  at  the  border  in  current  commitments. 

However,  much  of  that  money  may  never  materialize.  For  exam- 
ple, NADBank  funds  come  in  the  form  of  loans  to  border  commu- 
nities. Internal  administration  documents  indicate  that  they  don't 
expect  border  residents  to  be  able  to  pay  more  than  50  percent  of 
project  costs  through  user  fees. 

It  is  a  mystery  to  me.  How  will  private  investors  ever  buy  a  bond 
that  they  will  get  only  half  their  money  out  of?  We  have  commu- 
nicated numerous  times  with  the  administration  about  this  ques- 
tion and  never  got  a  satisfactory  answer. 

So  we  suspect  that  the  $2  billion  in  NADBank  funds  will  never 
materialize,  and  that  the  leveraging  they  are  talking  about  is  just 
not  there. 

Mr.  Shafer  also  said  that  grant  financing  is  needed  to  supple- 
ment the  bonding  and  loan  mechanism  of  the  NADBank.  He  never 
really  said  how  much  grant  financing  would  be  needed  but  the  Si- 
erra Club  has  a  figure. 

Assuming  that  border  residents  can  actually  pay  off  about  half 
of  infrastructure  costs  through  user  fees,  we  estimate  $8  billion  of 
needs  on  the  border  for  water,  wastewater  treatment,  and  munici- 
pal waste  dumps.  If  you  get  half  of  that  money  from  user  fees,  that 
means  you  need  $4  billion  in  grants. 

Other  problems  with  the  agreement,  the  NADBank  focuses  on  in- 
frastructure projects  that  have  the  potential  to  create  revenue  from 
user  fees,  as  Mr.  Shafer  mentioned,  water,  wastewater  treatment, 
and  municipal  waste  dumps. 

Lefl  out  of  this  package  are  all  those  environmental  needs  that 
don't  generate  revenues  in  the  first  place.  Some  of  the  Congress- 
men on  the  pEinel  mentioned  clean  up  of  toxic  waste  dumps.  We  es- 
timate it  will  cost  $1  billion  to  clean  up  the  maquiladora  wastes 
that  were  never  returned  to  the  United  States,  as  they  were  sup- 
posed to  be,  and  have  been  dumped  in  rivers,  and  in  the  desert. 

The  plan  also  ignores  air  pollution.  How  can  you  call  it  an  envi- 
ronmental plan  if  you  don't  talk  about  air  pollution? 

We  believe  that  any  environmental  funding  package  should  have 
been  integrated  more  fully  with  the  broader  NAFTA  package.  The 
side  agreement  purports  to  create  a  mechanism  that  will  encourage 
Mexico  to  better  enforce  its  environmental  laws.  In  1992,  Mexico 
spent  $78  million  to  administer  and  enforce  its  environmental  law. 
The  $78  million  figure  is  a  very  small  sum. 

Taking  a  ratio  based  on  EPA  spending  in  this  country  and  ad- 
justing for  the  level  of  development  in  Mexico,  we  estimate  that 
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Mexico  should  have  spent  about  five  times  that  amount  to  ade- 
quately enforce  its  law.  At  these  funding  levels,  Mexico  will  not  be 
able  to  adequately  enforce  its  law  and  avoid  sanctions  under 
NAFTA's  environmental  side  agreement.  We  have  been  calling  for 
additional  supplemental  funding  to  help  Mexico  implement  that  en- 
vironmental law  we  have  heard  so  much  about. 

The  name  of  this  institution  was  changed  last  night  from  the 
Border  Environmental  Finance  Facility  to  the  North  American  De- 
velopment Bank  because  it  would  now  spend  about  $200  million  for 
community  adjustment  assistance  away  from  the  border  region. 

We  anticipate  far  heavier  needs  on  both  sides  of  the  border. 
There  are  estimates  that  up  to  about  3  million  Mexican  peasants 
would  be  displaced  by  increased  agricultural  exports  from  me  Unit- 
ed States.  We  estimate  that  about  $1.5  billion  will  be  needed  to 
keep  those  folks  alive  for  3  months  if  they  are  kicked  off  their  land 
and  move  to  cities  looking  for  work. 

Failure  to  provide  adequate  transition  assistance,  for  instance,  by 
boosting  farm  productivity,  will  have  an  effect  on  the  U.S.  economy 
as  well. 

The  Mexican  countryside  is  a  source  of  migrants  to  this  country 
and  those  folks  will  put  downward  pressure  on  wages  here. 

As  for  the  institutional  structure,  we  don't  think  the  plan  pro- 
vides for  adequate  public  participation  in  either  the  NADBank  or 
in  the  new  Border  Environmental  Cooperation  Commission.  For  ex- 
ample, the  Border  Commission  doesn  t  have  a  well-defined  formal 
role  for  its  oversight  functions. 

There  is  no  clear  link  defined  between  the  NADBank  and  the 
Commission  so  that,  for  example,  if  a  project  is  not  fulfilling  the 
terms  of  a  loan  or  bonding  agreement  going  against  the  wishes  of 
a  local  community,  there  is  no  triggering  mechanism  by  which  loan 
disbursements  could  be  stopped  at  the  behest  of  the  people  affected 
by  these  investments. 

Another  concern  is  that  the  agreement  specifies  that  projects 
meet  environmental  standards  in  the  country  where  they  are  built 
even  if  the  project  has  cross-border  impacts  in  a  neighboring  coun- 
try with  higher  environmental  standards.  For  example,  a 
wastewater  treatment  plant  built  in  Mexico  will  meet  only  the  local 
standard  of  primary  treatment  even  if  the  wastewater  it  generates 
flows  into  the  United  States,  where  secondary  treatment  is  re- 
quired. 

We  thought  binational  communities  on  the  border  should  have 
been  empowered  to  get  together  and  decide  on  what  level  of  protec- 
tion they  needed  for  themselves.  Negotiators  in  Washington  and  in 
Mexico  City  should  not  have  made  that  decision  for  them. 

Something  else  left  out  of  this  agreement  was  an  excellent  idea 
in  the  administration's  original  proposal  to  set  up  what  they  called 
special  purpose  corporations.  The  special  purpose  corporations 
would  have  authorized  sister  city  communities  along  the  border  to 
get  together,  come  up  with  a  plan  to  manage  their  environmental 
problems  jointly,  come  up  with  a  funding  plan,  maybe  float  some 
bonds  on  their  own  initiative,  through  coordination  with  the  new 
Border  Commission. 

That  would  have  provided  an  innovative  approach  for  getting  the 
grassroots  folks  affected  by  the  mess  on  the  border  into  the  deci- 
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sionmaking  process.  Unfortunately,  neither  the  NADBank  nor  the 
Border  Commission  offer  concrete  mechanisms  to  integrate  grass- 
roots opinion  into  the  process. 

I  wish  I  could  give  a  better  picture  of  what  is  in  this  package. 
I  urge  a  thorough  review  of  the  proposal.  I  was  able  to  look  at  it 
only  this  morning  in  a  couple  of  hours,  so  I  am  sure  there  are  more 
things  that  could  be  said  about  it. 

[The  prepared  statement  of  Mr.  Seligman  can  be  found  in  the  ap- 
pendix.] 

Chairman  Frank.  What  I  wanted  to  focus  on  is  this  problem  that 
all  of  these  things  are  not  going  to  be  self-financing.  That  I  think 
goes  to  the  core  of  it. 

The  administration  I  understand  is  caught  in  a  bind,  but  it  is  im- 
portant to  know  that.  The  chairman  of  the  Appropriations  Sub- 
committee says  I  am  going  to  be  hard-pressed  to  find  $60  million 
of  subsidy  elements  they  are  looking  for  per  .year,  and  your  point 
is  that  that  isn't  enough  even  if  you  found  it,  that  many  of  these 
projects  are  not  self-financing. 

They  have  to  be  picked  up  by  the  public  and,  absent  some  other 
mechanism,  nothing  is  going  to  happen. 

Mr.  Seligman.  That  is  right.  The  best  study  of  Border  financing 
needs  was  done  by  the  Council  of  the  Americas,  a  business  associa- 
tion. They  use  about  the  most  sophisticated  methodology  I  have 
seen. 

The  council  concluded  that  private  sector  financing,  the  kind  that 
Mr.  Shafer  is  describing,  is  not  going  to  do  the  job.  The  private  sec- 
tor cannot  generate  the  amount  of  money  that  will  be  needed  for 
border  infi^astructure. 

Chairman  FRANK.  I  will  ask  our  staff  to  work  with  you  and  I 
think  we  would  like  to  incorporate  that  reference  into  the  tran- 
script because  that  goes  to  the  heart  of  it. 

The  question  is,  are  we  making  a  promise  that  we  can't  live  up 
to?  That  goes  to  some  of  the  other  criticisms  made  about  trying  to 
do  this  too  much  on  the  cheap,  trying  to  do  it  and  minimizing  the 
problems,  maximizing  the  ease  with  which  they  can  be  resolved, 
and  I  think  this  is  £in  example  of  it. 

Mr.  Bereuter. 

Mr.  Bereuter.  No  questions,  Mr.  Chairman. 

Chairman  Frank.  Mr.  Watt. 

Mr.  Watt.  No  questions,  Mr.  Chairman. 

Chairman  Frank.  Mr.  McCandless. 

Mr.  McCandless.  I  was  taken  back  by  some  of  your  figures.  You 
used  the  term  border  cleanup  total,  $21  billion. 

How  do  you  define  border  in  this  particular  instance?  How  far  in 
on  both  sides  are  we  using  for  purposes  of  border  cleanup? 

Mr.  Seligman.  About  100  kilometers  on  either  side  of  the  border. 
It  is  100  kilometers,  whatever  the  International  Border  Environ- 
ment plan  definition  is. 

I  would  add  that  my  figures  are  based  on  the  State  of  Texas 
numbers  and  other  reliable  sources.  Texas  did  a  very  elaborate 
study,  which  identified  a  variety  of  needs.  That  is  the  underlying 
source  of  my  work. 
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Mr.  McCandless.  We  are  talking  here  about  a  trade  agreement, 
the  reduction  of  tariffs  over  15  years  on  one  side,  and  reduction  of 
tariffs  to  a  great  degree  on  the  other  side. 

I  find  it  aiflficult  to  parallel  my  thought  process  with  the  fact  that 
we  are  going  to  clean  up  both  sides  of  the  border,  100  kilometers 
in  as  a  part  of  a  trade  agreement. 

My  concept  of  cleaning  up  the  border  is  to  take  care  of  some  of 
the  problems  which,  in  some  cases,  have  been  taken  care  of  in 
parts  of  Arizona  and  New  Mexico  and  El  Paso  according  to  the  Bor- 
der Commission.  Runoff  is  determined  by  the  topography  of  an 
area  regardless  of  whether  there  is  a  border  and  the  fact  that  it 
crosses  the  border  and  becomes  the  responsibility  of  both  parties  in 
question,  is  what  we  are  talking  about  here  in  terms  of  the  envi- 
ronment. 

You  spoke  of  the  maquiladoras  dumping  their  waste  in  the 
desert.  That  is  illegal,  according  to  Mexican  law.  Do  you  feel  that 
a  condition  of  this  should  be  a  cleanup  of  100  kilometers  on  each 
side  of  the  border? 

Mr.  Seligman.  It  is  a  condition  established  by  the  administra- 
tion. There  were  a  lot  of  parts  to  your  question  and  get  back  to  me 
if  I  miss  part  of  it. 

First  of  all,  we  do  see  an  intimate  link  between  trade  expansion 
and  the  environment.  If  you  look  at  the  border  situation  that  exists 
now,  it  is  the  result  of  an  investment  agreement  with  Mexico,  the 
1965  maquiladora  plan. 

So  the  economic  growth  associated  with  trade  does  create  costs 
and  we  think  that  it  is 

Mr.  McCandless,  And  population  growth. 

Mr.  Seligman.  Well,  yes,  the  industrialization  of  the  border  re- 
gion— somebody  raised  tnis  question  earlier — about  the  responsibil- 
ity for  sewage  along  the  border. 

We  actually  think  the  responsibility  sits  squarely  with  the 
maquiladora  industry.  If  it  weren't  for  the  factories  and  jobs  cre- 
ated by  the  maquiladoras,  the  population  would  never  have  come 
to  the  border  region  in  the  first  place. 

Mr.  McCandless.  Do  you  really  believe  that? 

Mr.  Seligman.  Absolutely.  You  look  at  the  size  of  the  cities  that 
your  colleague  mentioned. 

Mr.  McCandless.  I  would  concede  it  is  a  factor,  but — go  ahead. 
We  are  not  here  to  debate.  I  am  trying  to  get  information  from  you. 

Mr.  Seligman.  To  reiterate,  I  will  provide  our  study  to  you.  It 
was  based  on  the  studies  done  by  the  State  of  Texas,  the  Inter- 
national Boundary  Water  Commission,  and  other  fairly  reliable 
sources. 

We  looked  at  their  numbers  and  picked  and  compared  and  chose 
among  the  best,  and  I  think  it  will  stand  up  to  fairly  close  scrutiny. 

Mr.  McCandless.  You  talked  about  the  Mexican  Government 
spending  $78  million  in  the  field  of  environmental  work — that  was 
last  year? 

Mr.  Seligman.  Yes.  What  I  was  referring  to  is  the  actual  enforce- 
ment wing  of  Mexico's  environment  and  development  agency. 

Mr.  McCandless.  That  was  one  of  the  things  that  I  was  most 
interested  in  during  the  time  I  spent  there,  because  the  Mexican 
Government  has  not  been  noted  for  its  environmental  concerns. 
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Obviously,  there  needs  to  be  a  look  at  what  it  is  they  say  they 
have  done  in  the  way  of  programs.  President  Salinas  said  that  out 
of  their  $22  billion  surplus  last  year  in  the  national  budget,  $22  bil- 
lion surplus — this  is  the  second  year  in  a  row  that  they  have  had 
a  surplus — that  they  took  somewhere  in  the  neighborhood  of  $2.3 
billion  and  set  it  aside — I  could  be  off  on  that,  but  it  was  a  large 
amount  by  Mexican  standards  for  environmental  purposes. 

And  part  of  my  exposure  was  a  young  lady  with  a  legal  back- 
ground who  was  attached  to  the  Mexican  Embassy  from  EPA 
whose  sole  job  is  to  kind  of  monitor  what  is  going  on  in  Mexico  as 
an  environmental  attache,  if  you  will.  Very  knowledgeable — she 
has  been  there  3  years.  She  was  quite  impressed  with  the  progress 
that  the  Mexican  Government  has  made. 

When  we  talked  in  terms  of  our  progress  with  EPA  versus  their 
progress,  we  are  talking  in  terms  of  25  years  of  EPA  work  versus 
about  3  of  theirs. 

Mr.  Seligman.  Yes. 

Mr.  McCandless.  I  was  further  impressed,  I  feel  it  is  important 
that  we  discuss  this,  Mr.  Chairman,  with  the  fact  that  the  table  of 
organization  of  their  EPA  equivalent  includes  a  total  prosecution 
section  which  is  an  arm  of  the  equivalent  to  the  Attorney  General. 

So  they  don't  have  to  take  their  cases  to  another  building  or  wait 
in  line  for  something.  They  have  their  own  review,  their  own  ad- 
ministration, their  own  permit  issuing  and  their  own  enforcement. 

In  3  years  it  is  difficult  to  get  something  going  that  is  going  to 
be  consequential,  but  I  was  impressed  that  they  have  set  aside  this 
money  according  to  the  President,  and  that  they  have  put  a  struc- 
ture together  that  is  meaningful  and  in  talking  to  people  respon- 
sible for  these  departments  that  were  knowledgeable  and  educated 
people  in  the  area  which  they  have  chosen  to  serve. 

I  was  pleased  at  what  I  saw,  and  I  wanted  to  share  that  with 
you  because  Mexico  does  not  have  a  good  track  record  in  history 
of  being  environmentally  conscious.  I  think  we  are  talking  about 
something  that  should  be  a  part  of  the  record,  that  there  are 
graphic  examples  of  things  taking  place  which  will  ultimately,  as 
their  economy  increases  and  their  per  capita  income  increases,  will 
become  more  and  more  tolerant,  and  that  we  don't  need  to  look  at 
in  terms  of  taking  care  of  something  that  is  100  kilometers,  being 
60-some-odd  miles  from  the  border  that  has  been  there  for  15,  20, 
30,  40,  50  years. 

That  will  take  care  of  itself  in  a  matter  of  time  as  we  have  been 
doing  similar  things  with  our  environment  where  we  have  found 
history  has  not  treated  us  well  with  respect  to  waste. 

I  don't  know  if  you  have  any  comments  on  that  or  not. 

Mr.  Seligman.  The  $2.3  billion  you  refer  to  is  the  so-called  soli- 
darity program.  I  understand  that  they  have  done  good  work  in- 
stalling sewers  and  water  lines  and  roads  and  other  infrastructure 
around  Mexico. 

That  funding  is,  of  course,  spread  throughout  the  whole  country. 
It  is  a  commendable  program  in  many  ways.  It  has  been  criticized 
by  some  as  being  politically  driven  as  a  kind  of  patronage  system. 
I  am  not  here  to  nay  say,  however. 
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The  $78  million  figure  I  referred  to  is  the  enforcement  and  legal 
implementation  budget  within  the  agency  Sedesol  and  that  in- 
cludes the  Attorney  General  that  you  refer  to. 

We  think  the  whole  enforcement  budget,  given  the  size  of  the 
Mexican  economy,  should  be  considerably  larger  if  its  laws  are 
going  to  be  effectively  enforced. 

Mr.  McCandless.  Do  you  take  into  consideration  when  you 
make  a  comparison  what  it  costs  to  do  business  in  Mexico  versus 
what  it  costs  to  do  business  in  the  United  States  with  respect  to 
an  agency  such  as  that? 

Mr.  Seligman.  We  adjusted  that  number  to  the  size  of  the  econ- 
omy and  level  of  development  of  Mexico.  We  are  concerned  that 
Mexico's  progress  in  recent  years  on  the  environment  is  tied  to  the 
efforts  to  win  approval  of  the  North  America  Free  Trade  Agree- 
ment. 

There  is  reason  to  question  the  depth  of  Mexico's  commitment. 
For  example,  I  would 

Mr.  McCandless.  Commitment  if  it  passes? 

Mr.  Seligman.  Commitment  to  protecting  the  environment. 

Mr.  McCandless.  If  NAFTA  passes? 

Mr.  Seligman.  Either  way.  We  feel  this  period  is  the  period  of 
greatest  public  attention  on  the  issue  for  Mexico,  especially  from 
the  United  States  Congress  and  the  United  States  press. 

We  have  seen  extraordinary  lapses  at  the  same  time  as  we  have 
seen  some  improvements  in  enforcement  activities  and  other  envi- 
ronmental activities.  For  example,  under  the  1983  La  Paz  accords, 
Mexico  is  supposed  to  report  information  on  transshipment  of  haz- 
ardous wastes  across  the  border  from  the  maquiladoras.  They 
haven't  produced  the  information.  That  is  a  serious  lapse. 

It  is  in  an  agreement  that  we  have  now.  If  they  are  performing 
in  this  way  at  a  time  when  NAFTA  is  under  discussion,  we  doubt 
that  they  will  be  following  through  on  a  lot  of  the  commitments 
they  are  making  now. 

Mr.  McCandless.  In  the  supplemental  environmental  agreement 
you  have,  I  think  it  is  called  a  board,  that  is  made  up  of  members 
appointed  by  respective  bodies  for  purposes  of  reviewing  complaints 
along  the  lines  which  we  have  been  talking  about,  once  the  inves- 
tigation is  completed,  the  information  is  made  public  with  the  idea 
in  mind  that  this  will  pressure  public  opinion  against  the  offending 
nation,  and  that  that  nation,  not  wanting  to  be  kept  in  that  envi- 
ronmental spotlight  which  is  detrimental  to  their  overall  well-being 
as  a  trade  agreement  partner,  that  they  would  use  whatever  re- 
sources were  available  to  alleviate  the  problem  or  not  continue  to 
do  what  they  were  doing. 

Do  you  consider  that  to  be  anything  in  the  way  of  a  deterrent? 

Mr.  Seligman.  Clearly,  to  have  some  additional  attention  on  the 
issue  will  be  important  and  we  see  the  commission's  function  as 
being  mainly  that  of  a  spotlight. 

The  Commission  has  been  widely  billed  as  an  enforcement  mech- 
anism to  actually  apply  sanctions  in  the  event  of  a  persistent  pat- 
tern of  not  enforcing  the  law. 

We  don't  see  the  sanctions  mechanism  as  being  very  effective. 
For  example,  at  the  end  of  the  day,  only  $20  million  in  fines  or 
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trade  sanctions  can  be  applied.  That  is  a  very  small  sum  when  you 
look  at  what  it  could  cost  actually  to  clean  up  the  environment. 

Moreover,  I  would  reiterate  the  point  that  I  made  earlier  about 
sunshine  and  openness.  If  Mexico  were  really  interested  in  sun- 
shine, it  would  have  adopted  community  right-to-know  laws.  We 
have  them  in  our  country.  They  have  probably  been  the  single  most 
important  tool  in  getting  companies  to  stop  dumping  toxic  wastes 
in  other  people's  backyards. 

Mexico  has  been  very  reluctant  to  develop  those  kinds  of  open  in- 
stitutions. 

Mr.  McCandless.  Well,  thank  you  for  your  thoughts.  I  guess  in 
conclusion,  I  would  say  that  the  environment  will  benefit  the  most 
from,  as  an  offshoot  of  NAFTA,  which  has  never  had  much  atten- 
tion, particularly  along  the  borders.  NAFTA  has  focused  attention 
on  actual  projects  and  mitigation  measures  that  are  taking  place, 
which  in  my  opinion  would  probably  have  been  delayed  many, 
many  years  without  some  type  of  a  NAFTA  discussion. 

So  there  is  a  positive  side  to  NAFTA.  Even  though  maybe  it  is 
inadequate  by  yours  or  other  people's  standards,  it  is  a  move  in  the 
right  direction.  When  we  deal  in  terms  of  the  per  capita  income  of 
$4,000  average  in  Mexico,  there  isn't  an  awful  lot  there  that  they 
can  do  with  tneir  environment  until  they  are  able  to  reach  a  higher 
level  of  per  capita  income,  as  we  have  seen  in  Africa  and  in  the 
Middle  East  and  other  States,  where  the  income  is  low  and  the  at- 
tention by  the  government  is  correspondingly  low. 

Thank  you  very  much  for  your  attention. 

Mr.  Seligman.  Thank  you,  sir. 

Mr.  Watt.  Do  any  other  subcommittee  members  have  questions? 

If  not,  we  want  to  thank  this  witness  for  coming  and  sharing  tes- 
timony and  the  hearing  is  adjourned. 

[Whereupon,  at  4:50  p.m.,  the  hearing  was  adjourned.] 
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STATEMENT  OF  TEE  HONORABLE  JEFFREY  SHAPER 

ASSISTANT  SECRETARY  OF  THE  TREASURY 

FOR  INTERNATIONAL  AFFAIRS 

BEFORE  THE 

HOUSE  BANKING  COMMITTEE 

SUBCOMMITTEE  ON  INTERNATIONAL  DEVELOPMENT,  FINANCE, 

TRADE  AND  MONETARY  POLICY 

WASHINGTON,  D.C. 

OCTOBER  27,  1993 

U.S. -MEXICAN  AGREEMENT.  ON  BORDER  ENVIRONMENTAL  CLEANUP 

It  is  a  pleasur*  to  join  D«puty  Secretary  Wharton  and  Deputy 
USTR  Yersfa  in  discussing  the  NAFTA  agreements. 

NAFTA  offers  an  historic  opportunity  to  improve  our 
competitiveness,  create  new  U.S.  jobs  and  develop  a  strong 
partnership  with  Latin  America. 

Here's  why: 
o    NAFTA  will  create  the  world's  largest  market  and  level  a 

playing  field  sharply  tilted  in  Mexico's  favor; 
o    NAFTA  will  lock  in  preferential  access  for  the  United  States 

to  its  first  and  third  largest  trading  partners; 
o    NAFTA  will  give  ua  a  secure  market  that  offers  new 

opportunities  for  Americans  to  sell  to  Mexico; 
o    NA?TA  will  create  an  estimated  200,000  high  wage  jobs 

related  to  exports  to  Mexico  by  1995; 
o    NAFTA  will  give  us  special  access  to  the  rest  of  Latin 

Amerloa —  the  aeoond  fastest  growing  region  in  the  world-- 

whera  demand  for  U.S.  products  is  escalating  rapidly. 

What  nakaa  NAFTA  truly  historic  ia  that  it  la  the  first 
trade  agreement  to  addreaa  labor  and  the  environment.   I  will 
focus  my  remarks  on  our  recent  negotiations  with  Mexico  to 
improve  cooperation  and  increase  financing  for  border 
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environmental  infrastructure  projects.   Our  agreement  offers  a 
n«w  mod«l  for  international  cooperation  at  the  local  level  to 
design,  finance,  and  build  environmental  projects  to  resolve 
problems  having  a  direct  impact  on  U.S.  citizens.   It  will  also 
provide  loans  or  guarantees  to  help  those  throughout  the  United 
States  and  Mexico  who  are  in  communities  facing  NAPTA-related 
adjustment. 

The  problems  of  raw  sewage  dumped  in  boundary  waters,  unsafe 
drinking  water,  and  inadequate  municipal  waste  disposal  on  both 
sides  of  the  border  predate  NATTA,  and  demand  resolution.   The 
NAFTA  package  offers  us  the  opportxinity  to  assure  that  they  will 
be  addressed.   Failure  to  pass  NAFTA  would  be  a  major  setback  for 
both  U.S.  trade  opportunities  generally  and  for  environmental 
efforts  along  the  border. 

Our  new  agreements  will  create  two  new  institutions.   The 
first  is  a  U.S. -Mexican  Border  Environment  Cooperation  Commission 
(BECC)  to  help  coordinate  projects  and  asseoble  financing 
packages.   The  second  is  a  new  U.S. -Mexican  North  American 
Development  Bank  (MADBank) .   It  will  provide  financing  at  minimal 
budget  ooat  that  will  support  border  environmental  infrastructure 
projects  and  NAFTA-related  community  adjustment  and  investment 
programs. 
Border  Environment  Cooper  at.  i  or^  Pomniaaion 

The  new  ooordinating  agency  will  help  border  states  and 
coanunitiea  to  design  and  arrange  financing  for  environmental 
infrastructure  projects,  and  oversee  the  vise  of  the  money.   It 
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will  giv«  priority  initially  to  wastewater  treatment,  drinking 
wat«r,  and  municipal  wa«t«  projects. 

Th«  d«gr«e  of  public  and  local  participation  will  b* 
unpr«cedented  in  an  international  agreement.   Hallmarks  of  the 
agreement  include  a  strong  emphasis  on  stata  and  municipal 
government  involvement  in  proposing,  and  deciding  upon, 
environmental  infrastructure  projects  in  the  border  area  with 
traneboundary  impacts  —  and  decision-making  procedures  to  ensure 
that  the  views  of  affected  states,  local  communities,  and  members 
of  the  public  will  be  fully  taken  into  account.   The  new 
Commission  will  have  a  binational  Board  of  Directors  with 
federal,  state  and  local  government,  and  public  representation 
It  will  also  have  a  public  advisory  council,  with  members  drawn 
from  the  border  region.   Provision  is  made  in  the  agreement  for 
public  notice  and  comment  on  proposed  projects. 

The  new  commission  will  have  no  sovereign  power  of  its  own. 
It  can  only  offer  its  services  to  state  and  local  bodies  and 
assist  then  in  cooperative  activities. 

Let  me  illustrate  how  this  new  entity  would  provide  valuable 
assistance  to  border  conmunities.   If  El  Paso  should  seek  to 
expand  its  vastavater  treatment  facility,  it  would  likely 
approach  the  Border  Environment  Cooperation  Commission  for 
assistance.   The  BSCC  would  be  able  to  provide  El  Paso  with 
access  to  considerable  expertise  in  planning,  designing, 
financing,  constructing  and  operating  the  facility,  and  assessing 
its  economic  benefits. 
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In  addition,  th«  BECC  would  serve  as  a  conduit  for  improving 
coordination  among  th«  various  groups  and  jurisdictions  on  both 
sides  of  th«  border  that  have  an  interest  in  the  results  of  the 
project.   In  this  example,  the  BECC  would  encoxirage  El  Paso  to 
include  its  sister  city  in  Mexico,  Ciudad  Juarez,  in  the  planning 
process  to  help  ensure  that  mutual  concerns  are  addressed  and, 
where  appropriate,  economies  of  scale  in  design,  construction, 
and  operations  are  considered. 

Once  the  project  is  ready  for  formal  review,  it  will  go  to 
the  Advisory  Council  for  comment  and  then  on  to  the  Board  of 
Directors  for  certification.   Each  project  would  have  to  meet 
local  environmental  requirements.   The  aepreement  provides  that 
project  proposals  with  transboundary  effects  should  have  an 
environmental  assessment.   The  public  would  be  able  to  comment  on 
all  projects  prior  to  board  consideration.   If  the  directors 
certified  that  the  project  met  appropriate  engineering, 
environmental  and  financial  standards,  the  commission  would  try 
to  assemble  a  financing  package  from  private,  public  and 
international  ■ources.   The  BECC  will  try  to  mobilize  private 
capital  to  the  aaximxim  extent  possible. 
Sources  of  Financina 

We  want  to  aatximise  private  sector  financing  for  these 
projects,  based  on  local  user  fees  to  help  service  debt,  but  we 
recognize  that  continued  funding  from  the  Mexican  and  U.S. 
governments  will  be  neceeeary  in  many  cases,   we  estimate  that  up 
to  $8  billion  will  be  needed  for  border  environmental 
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infrastructure  projects  over  the  ne:rt  decade.   We  see  this  coming 
from  the  following  sources: 

(1)  private  financing,  and  as  needed, 

(2)  up  to  $2  billion  from  existing  state  and  local 
programs,  including  state  revolving  funds,  municipal 
revenue  bonds,  and  the  colonias  program  for  projects  on 
the  U.S.  side  of  the  border; 

(3)  S2  billion  in  new  funding  from  the  World  Bank  and 
Inter -American  Development  Bank,  offered  as  loans  to 
Mexico; 

(4)  approximately  $1.4  billion  in  U.S.  and  Mexican  grants 
(half  from  the  United  States) ; 

(5)  some  $2  billion  in  loans  or  guarantees  for 
environmental  infrastructure  projects  from  the  KADBank. 

NAPBanj<:  Financing 

Creation  of  the  NADBank  responds  to  the  need  for  additional 
financing  —  both  for  border  environmental  projects  and  for  those 
anywhere  in  the  nation  in  communities  facing  difficulties  due  to 
NAFTA,  and  who  seek  credit  support  in  order  to  undertake 
adjustment.   We  do  not  expect  many  displaoemanta  as  a  result  of 
NAFTA,  «md  few  communities  will  face  difficult  adjustment.   We 
are  nevertheless  conDitted  to  providing  all  the  help  we  can  to 
workers  who  are  affected  by  NAFTA,  and  so-e  extending  a  similar 
commitment  to  support  investment  in  affected  communities,  so  that 
they  can  have  the  confidence  of  knowing  measures  are  in  place  to 
assist  them. 
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The  financing  structure  of  the  NADBank  would  mirror  that  of 
the  multilateral  development  banks:   this  will  enable  us  to 
minimize  budgetary  resources  by  leveraging  paid-in  capital  into 
substantially  larger  loans  and  guarantees  through  borrowing  in 
the  capital  markets,  backed  by  U.S.  and  Mexican  callable  capital. 

Total  capital  of  the  NADBank  will  amount  to  $3  billion.   The 
United  States  and  Mexico  will  provide  equal  shares  of  paid-in 
capital  for  the  NADBank  —  $225  million  each,  provided  over  a 
period  of  four  years  —  for  a  total  of  $450  million.   Through 
market  borrowings,  we  believe  we  can  leverage  the  paid-in  capital 
into  S2  billion  initially  and  perhaps  eventually  up  to  S3  billion 
in  financing  via  loans  and  guarantees.   Market  borrowings  would 
be  limited  to  assure  a  AAA  credit  rating  for  the  institution. 

The  paid-in  amounts  represent  15  percent  of  the  total 
capital,  which  we  estimate  to  be  appropriate  for  this  kind  of 
activity.   Callable  capital  would  emount  to  $2.55  billion;  as 
with  other  multilateral  development  banks,  we  would  not  expect  it 
to  be  called. 

The  NADBank  would  have  a  six-member  boiurd  of  directors, 
composed  of  three  meabera  from  the  U.S.  and  three  from  Mexico, 
appointed  by  the  respective  Governments.   The  Board  would  elect  a 
Manager  to  conduct  the  business  of  the  Bank. 

To  Blnlmiza  any  new  staff  regulramants,  we  anticipate  that 
the  NADBank  could  negotiate  a  management  arrangement  with  a 
multilateral  development  bank,  possibly  the  Inter-Aoerican 
Development  Bank.   It  could  then  draw  on  the  expertise  of  the 
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multilateral  bank's  staff  for  borrowing  in  th«  capital  markets, 
loan  administration,  and  financial  evaluation  of  the  projects. 

Th«  bulk  of  NADBank  financing  will  b«  available  to  support 
•nvironmsntal  infrastructure  projects.   NADBank  loans  and 
guarantees  will  backstop  any  shortfall  in  private  sector 
financing  to  make  certain  projects  can  be  completed. 
Environmental  projects  financed  by  NADBank  would  require 
certification  by  the  Border  Environment  Cooperation  Commission. 

Ten  percent  of  the  U.S.  and  Mexican  capital  would  be 
reserved  for  NAFTA-related  community  adjustment  and  investment  in 
the  U.S.  and  Mexico.   Community  adjustment  and  investment 
financing  on  the  U.S.  side  would  be  funneled  through  existing 
government  sponsored  credit  programs  targetting  special  help  for 
those  in  U.S.  communities  particularly  affected  by  NAFTA. 

We  expect  that  the  program  could  generate  at  least  $200 
million  in  community  adjustment  financing  through  loans  and 
guarantees  on  the  U.S.  side.   A  special  advisory  and  review 
committee,  including  representatives  of  lov-incone  commiinities 
and  other  private  representatives,  would  provide  advice  on  loan 
guidelines  and  community  adjustment  issues. 

The  coat  to  the  United  States  for  generating  up  to  $3 
billion  in  loans  and  guarantees  is  expected  to  be  only  $56 
million  annually  over  fotir  years.   That's  significant  leveraging. 
While  ve  expect  loan  charges  and  investments  to  defray 
administrative  costs  for  the  financing  facility,  some  small 
additional  costs  —  perhaps  $5  million  a  year  for  each  country  -- 
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-  8  - 
would  be  incurred  for  operating  •xpenses  for  th«  Border 
Environffl«nt  Cooperation  Conmission.   Th«  price  is  a  small  one  to 
h«lp  assure  cl«an,  safe  water  in  the  border  area,  and  support  for 
communities  affected  by  NAFTA  even  outside  the  border  area, 
conclusion 

Let  me  close  by  saying  that  we  have  put  considerable  effort 
into  developing  an  agreement  with  measures  that  address  border 
region  environmental  infrastructure  problems.   We  have  consulted 
closely  with  the  border  states  and  cities,  with  key  members  of 
Congress,  and  with  national  and  local  environmental  groups.   We 
believe  the  agreement  we  have  negotiated  reflects  their 
interests,  and  offers  a  new  model  for  international  cooperation 
at  the  local  level.   It  is  an  important  coi^^plement  to  the  NAFTA 
agreement . 

We  have  a  window  of  opportunity  to  help  Americans  and 
Mexicans  in  the  border  region  undertake  joint  environmental 
commitments.   Your  support  for  the  NAFTA  package  is  essential  to 
turn  that  opportunity  into  reality. 

Thank  you. 
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SEC.  101.       BORDER  EKVIROKHENT  COOFERATIOK  COMMISSION. 

(a)  AUTHORIZATION  OP  ACCEPTANCE. — The  United  States  is 
authorized" to  participate  in  the  Border  Environment  Cooperation 
Commission  in  accordance  with  the  Agreement  between  the 
Government  of  the  United  States  of  America  and  the  Government  of 
the  United  Mexican  States  Concerning  the  Establishment  of  a 
Border  Environment  Cooperation  Commission  and  a  North  American 

Development  Bank  of  October  ,  1993  (herein  referred  to  as  "the 

Agreement") • 

(b)  AUTHORIZATION  OF  APPROPRIATIONS . —There  are  authorized 
to  be  appropriated  to  the  President  (or  such  agency  as  the 
President  may  designate),  $5,000,000  for  fiscal  year  1995  and  for 
each  fiscal  year  thereafter,  for  the  purpose  of  contributing  to 
the  Commission  pursuant  to  section  7  of  Article  III  of  chapter  I 
of  the  Agreement.   Funds  authorized  to  be  appropriated  for  such 
contributions  by  this  subsection  are  in  addition  to  any  funds 
otherwise  available  for  such  contributions.   Funds  authorized  to 
be  appropriated  by  this  subsection  are  authorized  to  be  made 
available  until  expended. 

(e)   JURISDICTION  OF  UNITED  STATES  COURTS  AND  ENFORCEMENT  OF 
ARBITRAL  AWARDS. — For  th«  purpose  of  any  civil  action  which  may 
be  brought  within  the  United  States,  its  territories  or 
possessions,  or  the  Commonwealth  of  Puerto  Rico,  by  or  against 
the  Commission  in  accordance  with  the  Agreement,  including  an 
action  brought  to  enforce  an  arbitral  award  against  the 
Commission,  the  Commission  shall  b«  deemed  to  be  an  inhabitant  of 
the  Federal  judicial  district  in  which  its  principal  office 
within  the  United  States  or  its  agency  appointed  for  the  purpose 
of  accepting  service  or  notice  of  service  is  located,  and  any 
such  action  to  which  the  Commission  shall  be  a  party  shall  be 
deemed  to  arise  \indar  the  laws  of  the  United  States,  and  the 
district  courts  of  the  United  States,  including  the  courts 
enumerated  in  section  460  of  title  28,  United  States  Code,  shall 
have  original  jvirisdiction  of  any  such  action.   When  the 
Commission  is  a  defendant  in  any  action  in  a  State  court,  it  may 
at  any  time  before  the  trial  thereof  remove  the  action  into  the 
appropriate  district  court  of  the  United  States  by  following  the 
procedure  for  removal  provided  in  section  1446  of  title  28, 
United  States  Code. 

SEC.  102.       NORTE  AMERICAN  DE7EL0PMZNT  BANK. 

(a)  ACCEPTANCE  OF  MEMBERSHIP. — The  President  is  hereby 
authorized  to  accept  membership  for  the  United  States  in  the 
North  American  Development  Bank  (hereinafter  the  "Bank")  provided 
for  in  Chapter  II  of  the  Agreement.  

(b)  SUBSCRIPTION   OF    STOCK. — (1)       SUBSCRIPTION  AUTHORITY. -- 

(A)   IN  GENERAL. — The  Secretary  of  the  Treasury 
may  subscribe  on  behalf  of  the  United  States  to  150,000 
shares  of  the  capital  stock  of  the  Bank. 
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(B)   EPPECTIVENB8S  Of   SUBSCRIPTION. — Any  such 
subscription  shall  be  effective  only  to  such  extent  or 
in  such  amounts  as  are  provided  in  advance  in 
appropriations  Acts. 

(2)  LIMITATIONS  ON  ADTE0RI2AT10N  OP  APPROPRIATIONS.— 
For  payment  by  the  Secretary  of  the  Treasviry  of  the 
subscription  of  the  United  States  for  shares  described  in 
subparagraph  (1) ,  there  are  authorized  to  be  appropriated 
$1,500,000,000  without  fiscal  yecir  limitation. 

(3)  DISPOSITION  07  NET  INCOME  DISTRIBUTED  BY  THE 
FACILITY. — Any  payment  made  to  the  United  States  by  the  Bank 
as  a  distribution  of  net  income  shall  be  covered  into  the 
Treasury  as  a  miscellaneous  receipt. 

(C)   COMPENSATION  OF  BOARD  MEMBERS. — No  person  shall  be 
entitled  to  receive  any  salary  or  other  compensation  from  the 
Bank  or  the  United  States  for  services  as  a  Board  member. 

(fl)   APPLICABILITY  07  BRBTTON  WOODS  AGREEMENTS  ACT. — The 
provisions  of  section  4  of  the  Bretton  Woods  Agreements  Act,  as 
amended  59  Stat,  512,  22  U.S.C.  286b,  shall  apply  with 
with  respect  to  the  Bank  to  the  same  extent  as  with  respect  to 
the  International  Bank  for  Reconstruction  and  Development  and  the 
International  Monetary  Fund. 

(e)  RESTRICTIONS. — Unless  authorized  by  law,  neither  the 
President  nor  any  person  or  agency  shall,  on  behalf  of  the  United 
States  — 

(1)  subscribe  to  additional  shares  of  stock  of  the 
Bank; 

(2)  vote  for  or  agree  to  any  amendment  of  the 
Agreement  which  increases  the  obligations  of  the  United 
States,  or  which  changes  the  purpose  or  functions  of  the 
Bank;  or 

(3)  make  a  loan  or  provide  other  finamcing  to  the 
Bank. 

(f)  FEDERAL  RESERVE  BANKS  AS  DEPOSITORIES . —Any  Federal 
Reserve  bank  that  is  requested  to  do  so  by  the  Bank  shall  act  as 
its  depository  or  as  its  fiscal  agent,  and  the  Board  of  Governors 
of  the  Federal  Reserve  System  shall  supervise  and  direct  the 
carrying  out  of  these  functions  by  the  Federal  Reserve  banks. 

(g)  JURISDICTION  OP  UNITED  STATES  COURTS  AND  ENFORCEMENT  OF 
ARBITRAL  AWARDS. — For  the  purpose  of  any  civil  action  which  may 
be  brought  within  the  United  States,  its  territories  or 
possessions,  or  the  Commonwealth  of  Puerto  Rico,  by  or  against 
the  Bank  in  accordance  with  the  Agreement,  including  an  action 
brought  to  enforce  an  arbitral  award  against  the  Bank,  the  Bank 
shall  be  deemed  to  be  an  inhabitant  of  the  Federal  judicial 
district  in  which  its  principal  office  within  the  United  States 
or  its  agency  appointed  for  the  purpose  of  accepting  service  or 
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notice  of  service  is  located,  and  any  such  action  to  which  the 
BanX  shall  be  a  party  shall  be  deened  to  arise  under  the  laws  of 
the  United  States,  and  the  district  courts  of  the  United  states, 
including  the  courts  enumerated  in  section  460  of  title  28, 
United  States  Code,  shall  have  original  jurisdiction  of  any  such 
action.   When  the  Bank  is  a  defendant  in  any  action  in  a  state 
court,  it  nay  at  any  time  before  the  trial  thereof  remove  the 
action  into  the  appropriate  district  coxirt  of  the  united  States 
by  following  the  procedure  for  removal  provided  in  section  1446 
of  title  28,  United  States  Code. 

(h)   EXEMPTION  FROM  8EC0R1TIES  LAWS  FOR  CERTAIN  SECURITIES 
ISSUED  BY  TEE  BANK;  REPORTS  REQUIRED.— (1)   EXEMPTIONS  PROM 
LIMITATIONS  AND  RESTRICTIONS  ON  TEE  POWER  OF  NATIONAL 
SAIJKING  ASSOCIATIONS  TO  DEAL  IN  AND  UNDERWRITE  INVTSTHZNT 
SECURITIES  OP  THE  BANK.— The  seventh  sentence  of  paragraph 
seven  of  section  513  6  of  the  Revised  statutes,  as  amended 
(12  U.S.C.  24),  is  amended  by  inserting  "the  North  American 
Development  Bank,"  after  "Inter-American  Development  Bank,". 

(2)  EXEMPTION  FROM  SECURITIES  LAWS  FOR  CERTAIN 
SECURITIES  ISSUED  BY  TE£  BANK;  REPORTS  REQUIRED . —Any 
securities  issued  by  the  Bank  (including  any  guarantee  by 
the  Bank,  whether  or  not  limited  in  scope)  in  connection 
with  the  raising  of  funds  for  including  in  the  Bank's 
capital  resources  as  defined  in  Article  II,  Section  4,  of 
Chapter  II  of  the  Agreement,  and  any  securities  guaranteed 
by  the  Bank  as  to  both  the  principal  and  interest  to  which 
the  commitment  in  Article  II,  Section  3(d)  of  Chapter  II  of 
the  Agreement  is  expressly  applicable,  shall  be-  deemed  to  be 
exempted  securities  within  the  meaning  of  paragraph  (a) (2) 
of  section  3  of  the  Act  of  May  27,  1933,  as  amended  (15 
U.S.C.  77c),  and  paragraph  (a) (12)  of  section  3  of  the  Act 
of  June  6,  1934,  as  amended  (15  U.S.C.  7ac) .   The  Bank  shall 
file  with  the  Securities  and  Exchange  Commission  such  annual 
and  other  reports  with  regard  to  such  securities  as  the 
Commission  shall  determine  to  be  appropriate  in  view  of  the 
special  character  of  the  Bank  and  its  operations  and 
necessary  in  the  public  interest  or  for  the  protection  of 
investors . 

(3)  AUTHORITY  OF  SECURITIES  AND  EZCEANGB  COMMISSION  TO 
SUSPEND  EXEMPTION;  REPORTS  TO  THE  CONGRESS. — The  Securities 
and  Exchange  Commission,  acting  in  consultation  with  the 
National  Advisory  Council  on  International  Monetary  and 
Financial  Problems,  is  authorized  to  suspend  the  provision 
of  subsection  (a)  at  any  time  as  to  any  or  all  securities 
issued  or  guaranteed  by  the  Bank  during  the  period  of  such 
suspension.   The  Commission  shall  include  in  its  annual 
reports  to  Congress  such  information  as  it  shall  deem 
advisable  with  regard  to  the  operations  and  effect  of  this 
section  and  in  connection  therewith  shall  include  any  views 
submitted  for  such  purpose  by  any  association  of  dealers 
registered  with  the  Commission. 
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SEC.  103.       STATUS,  UOnmiTIES,  AKB  PRIVILEGES. 

Article  IV  of  Chapter  I  and  Article  VIII  of  Chapter  II  of 
the  Agreement  shall  have  full  force  and  effect  in  the  United 
States,  its  territories  and  possessions,  and  the  Comconwealth  of 
Puerto  Rico,  upon  entry  into  force  of  the  Agreement- 

SEC.  104.       FIKANCIAL  ASSISTANCE  FOR  BORDER  ElfVIROMHEKTAL 
ENHANCEMENT. 

(8)   PURPOSE. — The  purpose  of  this  section  is  to  protect  the 
public  health  and  environment  of  the  United  States-Mexico  border 
region,  in  furtherance  of  the  goals  of  the  Federal  Water 
Pollution  Control  Act  (33  U.S.C.  1251  et  seq,)»  Section  510  of 
the  Water  Quality  Act  of  1987  (P.L.  100-4,  101  Stat.  80-82),  the 
Safe  Drinking  Water  Act  (42  U.S.C.  300f  et  eeq.),  and  other 
related  enviroranental  statutes. 

(b)  FINANCIAL  ASSISTANCE. —The  Administrator  of  the 
Environmental  Protection  Agency  is  authorized  to  provide 
financial  and  other  assistance,  including  grants,  cooperative 
agreements,  loans  and  loan  guarantees  to  the  Border  Environment 
Cooperation  Commission  and  Federal,  State  and  local  entities, 
subject  to  such  terms  and  conditions  as  the  Administrator  deems 
appropriate,  for  planning,  design  and  construction  of 
environmental  enhancement  facilities  as  necessary  to  fulfill  the 
purposes  specified  in  subsection  (a) .   In  providing  such 
assistance,  the  Administrator  shall  ascertain  whether  provisions 
have  been  made  for  the  proper  operation  and  maintenance  of  the 
facilities  to  be  fiuided  pursuant  to  this  section. 

(c)  AUTHORIZATION  OF  APPROPRIATIONS. — There  is  authorized 
to  be  appropriated  such  sums  as  may  be  necessary  to  carry  out  the 
purposes  of  this  section  without  fiscal  year  limitation. 

SEC.  lOS.       COMKUNITY  ABJUSTMENT  AND  INVESTMENT  PROGRAM. 

(a)   THE  PRESIDENT.— 

(1)  The  President  may  enter  into  an  agreement  with  the 
North  American  Development  Bank  that  provides  for  the 
President  to  carry  out  a  program  for  community  adjustment 
and  investment  in  support  of  the  North  American  Free  Trade 
Agreement  (herein  referred  to  as  the  "community  adjustment 
and  investment  program" ) . 

(2)  The  President  may  receive  from  the  North  American 
Development  Bank  such  sums  as  may  be  necessary  for  the 
President  to  caurry  out,  through  existing  Federal  agencies 
and  their  existing  loan  and  loan  guaranty  programs,  a 
community  adjustment  and  investment  program,  pursuant  to  an 
agreement  between  the  President  and  the  Bank. 
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(3)  The  President  may  select  one  or  more  Federal 
agencies  that  currently  makes  loans  or  guarantees  the 
repayment  of  loans  to  carry  out  a  community  adjustment  and 
investment  program,  and  may  transfer  the  fvmds  received  froa 
the  North  American  Development  Baunk  to  such  agency  or 
agencies  for  the  pxirpose  of  carrying  out  a  community 
adjustment  and  investment  program. 

(4)  Each  Federal  agency  selected  by  the  President  to 
carry  out  a  community  adjustment  and  investment  program 
shall  use  the  funds  transferred  to  it  by  the  President  from 
the  North  American  Development  Bank  to  pay  for  the  costs  of 
direct  and  guaranteed  loans,  as  defined  in  section  502  of 
the  Congressional  Budget  Act  of  1974,  and,  as  appropriate, 
other  costs  associated  with  such  loans,  all  subject  to  the 
restrictions  and  limitations  that  apply  to  such  agency's 
existing  loan  or  loan  guaranty  program;  except  that,  any 
such  funds  so  transferred  to  an  agency  shall  be  in  addition 
to  the  amount  of  funds  authorized  in  any  appropriations  Act 
to  be  expended  by  that  agency  for  its  current  loan  or  loan 
guaranty  program. 

(5)  The  President  shall — 

(A)  establish  guidelines  for  the  loans  and  loan 
guarantees  to  be  made  under  the  community  adjustment 
and  investment  program;  and 

(B)  endorse  the  grants  made  by  the  Bank  for  the 
community  adjustment  and  investment  program,  as 
provided  in  Article  I,  section  1(b),  and  Article  III, 
section  11(a),  of  Chapter  II  of  the  Agreement. 

(b)   ADVISORY  COMMIOTEE.-- 

(1)  ESTABLISHMENT. — The  President  shall  establish  an 
advisory  committee  to  be  known  as  the  Community  Adjustment 
and  Investment  Program  Advisory  Committee  (in  this  section 
referred  to  as  the  "Advisory  committee")  in  accordance  with 
the  provisions  of  the  Federal  Advisory  Committee  Act. 

(2)  MEMBERSHIP. >- 

(X)   IN  GENERAL. — The  Advisory  Committee  shall 
consist  of  9  members  of  the  public,  appointed  by  the 
President,  who,  collectively,  represent — 

(i)   community  groups  whose  constituencies 
include  low- income  families; 

(ii)   any  scientific,  professional,  business, 
non-profit  or  public  interest  organization  or 
association  which  is  neither  affiliated  with,  nor 
under  the  direction  of,  a  government; 

(iii)   for-profit  business  interests;  and 
(iv)   other  appropriate  entities  with 
relevant  expertise. 

(B)   REPRESENTATION. — Each  of  the  categories 
described  in  clauses  (i)  through  (iv)  of  this 
subparagraph  shall  be  represented  by  no  fewer  that  1 
and  no  more  than  3  members  of  the  Advisory  Committee. 

(3)  FUNCTION. — It  shall  be  the  fimction  of  the 
Advisory  Committee: 


41 


(A)  to  provide  advice  to  the  President  regarding 
the  establishment  of  a  community  adjustment  and 
investment  program,  including  advice  on  the  guidelines 
to  be  established  by  the  President  for  the  loans  and 
loan  guarantees  to  be  made  under  program,  advice  on 
identifying  the  needs  for  adjustment  assistance  and 
investment  in  support  of  the  goals  and  objectives  of 
the  North  American  Free  Trade  Agreement,  tciking  into 
account  economic  and  geographic  considerations,  and 
advice  on  such  other  matters  as  may  be  requested  by  the 
President;  and 

(B)  to  review  on  a  regular  basis  the  operation  cf 
the  community  adjustment  and  investment  program  and 
provide  the  President  with  the  conclusions  of  its 
review. 

(4)   TERMB  OF  MEMBERS. — 

(A)  IN  GENERAL. — Each  member  of  the  Advisory 
Committee  shall  serve  at  the  pleasure  of  the  President. 

(B)  CHAIRPEftSON . — The  President  shall  appoint  a 
chairperson  from  among  the  members  of  the  Advisory 
Committee. 

(C)  MEETINGS. — The  Advisory  Committee  shall  meet 
at  least  annually  and  at  such  other  times  as  requested 
by  the  President  or  the  chairperson.   A  majority  of  the 
members  of  the  Advisory  Committee  shall  constitute  a 
quorum. 

(D)  REIMBORSEMENT  FOR  EXPENSES . —The  members  of 
the  Advisory  Committee  may  receive  reimbursement  for 
travel,  per  diem,  and  other  necessary  expenses  incurred 
in  the  performance  of  their  duties,  in  accordance  with 
the  Federal  Advisory  Committee  Act. 

(E)  STAFF  AND  FACILITIES. — The  Advisory  Committee 
may  utilize  the  facilities  and  services  of  employees  cf 
any  Federal  agency  without  cost  to  the  Advisory 
Committee,  and  any  such  agency  is  authorized  to  provide 
services  as  requested  by  the  Committee. 

(c)   OMBUDSMAN.— The  President  shall  appoint  an  ombudsman  to 
provide  the  public  with  an  opportunity  to  participate  in  the 
carrying  out  of  the  community  adjustment  and  investment  program. 

(1)   FUNCTION. — It  shall  be  the  function  of  the 
ombudsman : 

(A)  to  establish  procedures  for  receiving 
comments  from  the  general  public  on  the  operation  cf 
the  community  adjustment  and  investment  program;  to 
receive  such  comments;  and  to  provide  the  President 
with  summaries  of  the  public  comments;  and 

(B)  to  perform  an  independent  inspection  and 
programmatic  audit  of  the  operation  of  the  community 
adjustment  and  investment  program  and  provide  the 
President  with  the  conclusions  of  its  investigation  and 
audit. 
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(3)   AUTHORIZATIOM  OP  APPROPEIATlOKS  . — There  are 
authorized  to  be  appropriated  to  the  President  or  such 
agency  as  the  President  may  designate,  such  suns  as  may  be 
necessary  for  the  fiscal  year  1995  and  for  each  fiscal  year 
thereafter,  for  the  costs  of  the  ombudsman. 

(d)   RBPORTING  RBQDHlEMEKT. — The  President  shall  submit  to 
the  appropriate  congressional  committees  an  annual  report  on  the 
community  adjustment  and  investment  program  (if  any)  that  is 
carried  out  pursuant  to  this  section.   Each  report  shall  state 
the  amount  of  the  loans  made  or  guaranteed  during  the  12 -month 
period  ending  on  the  day  before  the  date  of  the  report. 
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SUMMARY  OF  TBE  AGREEMENT  ESTABLISHING 

THE  BORDER  ENVIRONMENT  COOPERATION  COMMISSION 

AND  THE  NORTH  AMERICAN  DEVELOPMENT  BANK 


The  Governments  of  Mexico  and  the  United  States  have  agresd 
on  arrangements  to  assist  communities  on  both  sides  of  the  border 
in  coordinating  and  carrying  out  environmental  infrastructure 
projects.   The  new  agreement  furthers  the  goals  of  the  North 
American  Free  Trade  Agreement  and  the  North  American  Agreement  or. 
Environmental  Cooperation. 

The  governments  will  establish  two  institutions: 

1)  a  North  Aneric&n  Dsvelopmant  Bank  (NASBank) , 
capitalized  in  equal  shares  by  the  United  States  and 
Mexico,  that  will  provide  some  $2  billion  or  more  in 
new  financing  to  supplement  existing  sources  of  funds 
and  foster  the  expanded  pjirticipation  of  private 
capital;  and 

2)  a  Border  Environment  Cooperation  cesmlaaion  (BECC)  to 
assist  local  communities  and  other  sponsors  in 
developing  and  implementing  environmental 
infrastructure  projects,  and  to  certify  projects  for 
NAOBanJc  financing. 

The  agreement  provides  up  to  10  per  cent  of  the  NADBanX 
capital  to  be  used  for  community  adjustment  and  investment 
programs  in  support  of  the  purposes  of  the  NAFTA. 

The  new  agreement  represents  a  significant  additional 
commitment  by  Mexico  and  the  United  States  to  implement  effective 
solutions  to  the  environmental  problems  in  the  border  region.   It: 
embodies  the  basic  principles  for  coordinating  and  financing 
environmental  infrastructure  projects  set  forth  by  the  two 
governments  during  their  meeting  on  environmental  cooperation  ir. 
August,  1993.   The  two  new  institutions  will  help  marshall 
resources  from  all  so\arces,  both  public  and  private,  to  solve  the 
environmental  problems  of  the  border  region.   The  agreement  is 
contingent  on  the  entry  into  force  of  the  North  American  Free 
Trade  Agreement. 
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BORDER  EKVIRONMENT  COOPERATION  COMMISSION 

The  Border  Environment  Cooperation  Commission  (BECC)  will 
work  with  the  affected  states  and  local  communities  and  non- 
governmental organizations  in  developing  effective  solutions  to 
environmental  problems  in  the  border  region. 

The  BECC  will  provide  technical  and  financial  planning 
assistance  for  environmental  infrastructure  projects  so  as  to 
enhance  the  environment  in  the  border  region  for  the  well-being 
of  the  people.   The  BECC  will  not  itself  develop  or  manage 
projects.   Rather,  it  will  assist,  with  their  concurrence,  states 
and  localities  and  private  investors  proposing  environmental 
infrastructure  projects  in: 

o  coordinating  environmental  infrastructure  projects; 

o  preparing,  developing,  and  implementing  projects; 

o  assessing  their  technical  and  financial  feasibility; 

o  evaluating  social  and  economic  benefits;  and 

o  arranging  public  and  private  financing  for  projects. 

The  BECC  will  certify  projects  to  the  NADBank  and  may  do  so 
for  other  financial  institutions  that  elect  to  use  the 
certification  of  the  Commission.   The  BECC  may  certify  any 
project  that  meets  the  technical,  environmental,  and  financial 
criteria  applied  by  it.   To  be  eligible  for  certification, 
projects  shall  observe  the  environmental  laws  for  the  place  where 
the  project  is  to  b«  located  or  carried  out. 

For  a  project  with  significant  transboundary  effects,  an 
environmental  assessment  shall  be  presented  and  the  Board  shall 
determine,  in  consultation  with  affected  states  and  localities, 
that  the  project  meets  the  necessary  conditions  to  achieve  a  high 
level  of  environmental  protection  for  the  affected  area. 

This  Commission  has  no  sovereign  power.  It  can  only  offer 
its  services  to  state  and  local  bodies  and  assist  them  in 
cooperative  activities. 

The  BECC  and  the  International  Boundary  and  Water  Commissicn 
will  cooperate  with  each  other  in  planning,  developing,  and 
carrying  out  border  sanitation  and  other  environmental 
activities. 
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The  BECC  will  have  a  binational  Board  of  Directors  and 
decision-making  procedures  structured  to  ensure  that  the  views  of 
affected  states,  local  communities,  and  members  of  the  public 
will  be  fully  taken  into  account. 

o    Each  country  shall  have  five  members  on  the  Board  of 

Directors  with  environmental,  engineering,  economic  or 
financial  escpertise,  as  follows: 

the  senior  environmental  official  (the  Administrator  of 
the  Environmental  Protection  Agency  for  the  United 
States  and  the  Secretario  de  Desarollo  Social  for 
Mexico) ; 

the  commissioner  of  the  International  Boundary  and 
Water  Commission; 

—   a  representative  from  a  border  state; 

a  representative  from  a  locality  in  the  border  region; 

a  member  of  the  public  who  resides  in  the  border 
region. 

o    The  commission  will  be  required  to  consult  with  an  Advisory 
Council  of  18  members — nine  from  each  country — that  will 
include  representatives  of  state  or  local  governments  or 
community  groups  from  each  of  the  border  states,  and  members 
of  the  public,  including  nongovernmental  organizations. 

o    The  Commission  will  establish  procedures  for  public 

participation,  including  written  notice  and  opportunity  to 
comment  on  general  guidelines  and  on  applications  for 
certification  of  projects.  The  Commission's  annual  report 
will  be  made  available  to  the  public. 

The  BECC  can  mobilize  sources  of  financing  for  environmental 
infrastructure  projects  from: 

o    the  North  American  Development  Bank; 

o    direct  government  support,  such  as  grants,  loans,  and 

guarantees  from  federal,  state  and  local  governments;  or 

o    the  private  sector. 

The  BECC  will  seek  to  mobilize  private  capital  to  the  maximum 
extent  possible  in  order  to  leverage  government  financing. 
Arrangements  for  servicing  the  debt  will  encourage  reliance  en 
fees  paid  by  those  causing  pollution  and  those  benefitting  frcr 
the  improved  environment. 
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NORTE  AMERICAK  DEVEL0PH£K7  BANK 

The  North  American  Development  Bank  (NADBanX)  will  be 
capitalized  and  governed  by  the  two  countries.   Its  purpose  is  to 
finance  projects  certified  by  the  Border  Environment  Cooperation 
Commission.   Based  on  its  capitalization,  it  is  envisaged  that 
the  Bank  will  be  able  to  make  some  $2  billion  or  more  in  loans 
and  guarantees,  with  an  upper  limit  of  $3  billion. 

The  Bank  will  use  its  own  capital  (contributed  equally  by 
the  United  States  and  Mexico) ,  funds  raised  by  it  in  the 
financial  markets,  and  other  available  resources  tot 

1)  finance  public  and  private  investment  in  environmental 
infrastructure  projects;  and 

2)  encourage  and  supplement  private  investment  in 
environmental  infrastructure  projects. 

The  Bank  will  be  governed  by  a  six-member  board,  with  an 
equal  number  of  representatives  from  each  country.   The  Bank  will 
evaluate  the  financial  feasibility  of  projects  certified  by  the 
BECC  and  provide  financing  as  appropriate. 

Initial  paid-in  capital  will  be  $450  million,  with  callable 
capital  of  $2.55  billion. 

The  United  States  and  Mexico  also  have  agreed  that  up  to  10 
per  cent  of  the  resources  of  the  Bank  will  be  made  available,  on 
an  equal  basis,  for  community  adjustment  and  investment  programs 
in  both  countries,  which  need  not  be  in  the  border  region.  Each 
government  will  develop  criteria  and  procedures  for  directing 
these  resources  through  existing  government  programs. 

The  NADBank  is  intended  to  supplement  existing  sources  of 
financing,   it  will  support,  not  impair,  the  ability  of 
governments  and  investors  to  seek  financing  from  other 
institutions. 
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AD  REFERENDUM  TEXT  10/22/93 


AGREEMENT  BETWEEN  THE 

GOVERNMENT  OF  THE  UNITED  STATES  OF  AMERICA  AND 

THE  GOVERNMENT  OF  THE  UNITED  MEXICAN  STATES 

CONCERNING  THE  ESTABLISHMENT  OF  A 

BORDER  ENVIRONMENT  COOPERATION  COMMISSION 

AND  A  NORTH  AMERICAN  DEVELOPMENT  BANK 
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The  Government  of  the  United  States  of  America  and  the  Government 
of  the  United  Mexican  States  ("the  Parties"): 

Convinced  of  the  importance  of  the  conservation,  protection  and 
enhancement  of  their  environments  and  the  essential  role  of 
cooperation  in  these  areas  in  achieving  sustainable  development 
for  the  well-being  of  present  and  future  generations; 

Recognizing  the  bilateral  nature  of  many  transboundary 
environmental  issues,  and  that  such  issues  can  be  most 
effectively  addressed  jointly; 

Acknowledging  that  the  border  region  of  the  United  States  and 
Mexico  is  experiencing  environmental  problems  which  must  be 
addressed  in  order  to  promote  sustainable  development; 

Recognizing  the  need  for  environmental  infrastructure  in  the 
border  region,  especially  in  the  areas  of  water  pollution, 
wastewater  treatment,  municipal  solid  waste,  and  related  matters; 

Affirming  that,  to  the  extent  practicable,  environmental 
infrastructure  projects  should  be  financed  by  the  private  sector, 
but  that  the  urgency  of  the  environmental  problems  in  the  border 
region  requires  that  the  Parties  be  prepared  to  assist  in 
supporting  these  projects; 

Affirming  that,  to  the  extent  practicable,  environmental 
infrastructure  projects  in  the  border  region  should  be  operated 
and  maintained  through  user  fees  paid  by  polluters  and  those  who 
benefit  from  the  projects,  and  should  be  subject  to  local  or 
private  control; 

Noting  that  the  International  Boundary  and  Water  Commission, 
established  pursuant  to  the  Treaty  between  the  United  States  and 
Mexico  Relating  to  Utilization  of  Waters  of  the  Colorado  and 
Tijuana  Rivers  and  of  the  Rio  Grande,  signed  at  Washington 
February  3,  1944,  plays  an  important  role  in  efforts  to  preserve 
the  health  and  vitality  of  the  river  waters  of  the  border  region; 

Recognizing  that  there  is  a  need  to  establish  a  new  organization 
to  strengthen  cooperation  among  interested  parties  and  to 
facilitate  the  financing,  construction,  operation  and  maintenance 
of  environmental  infrastructure  projects  in  the  border  region; 

Affirming  the  desirability  of  encouraging  increased  investment  in 
the  environmental  infrastructure  in  the  border  region,  whether  or 
not  such  investment  is  made  under  the  auspices  of  this  Agreement; 
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Convinced  of  the  need  to  collaborate  with  states  and  localities, 
non-governmental  organizations,  and  other  members  of  the  public 
in  the  effort  to  address  environmental  problems  in  the  border 
region; 

Seeking  to  assist  community  adjustment  and  investment  in  the 
United  States  and  Mexico; 

Reaffirming  the  importance  of  the  environmental  goals  and 
objectives  embodied  in  the  Agreement  on  Cooperation  for  the 
Protection  and  Improvement  of  the  Environment  in  the  Border  Area, 
signed  at  La  Paz,  Baja  California  Sur  August  14,  1983;  and 

Wishing  to  follow  upon  the  goals  and  objectives  of  the  North 
American  Free  Trade  Agreement,  signed  at  Washington,  Ottawa,  and 
Mexico  December  8,  11,  14,  and  17,  1992,  and  the  North  American 
Agreement  on  Environmental  Cooperation,  signed  at  Mexico, 
Washington,  and  Ottawa  September  8,  9,  12,  and  14,  1993; 

Have  agreed  as  follows: 

INTRODUCTORY  ARTICLE 

The  Parties  agree  to  establish  the  Border  Environment 
Cooperation  Commission  and  the  North  American  Development  Bank, 
which  shall  operate  in  accordance  with  the  following  provisions: 

CHAPTER  I 
BORDER  ENVIRONMENT  COOPERATION  COMMISSION 

Article  I 
PURPOSE  AND  FUNCTIONS 

Section  1.      Purpose 

(a)  The  purpose  of  the  Commission  shall  be  to  help 
preserve,  protect  and  enhance  the  environment  of  the  border 
region  in  order  to  advance  the  well-being  of  the  people  of  the 
United  States  and  Mexico. 

(b)  In  carrying  out  this  purpose,  the  Commission  shall 
cooperate  as  appropriate  with  the  North  American  Development  Bank 
and  other  national  and  international  institutions,  and  with 
private  sources  supplying  investment  capital  for  environmental 
infrastructure  projects  in  the  border  region. 

Section  2.     Functions 

In  carrying  out  this  purpose,  the  Commission  may  do  any  or 
all  of  the  following: 

(i)   with  their  concurrence,  assist  states  and 
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localities  and  other  public  entities  and  private 
investors  in: 

(A)  coordinating  environmental 
infrastructure  projects  in  the  border  region; 

(B)  preparing,  developing, 
implementing,  and  overseeing  environmental 
infrastructure  projects  in  the  border  region, 
including  the  design,  siting  and  other 
technical  aspects  of  such  projects; 

(C)  analyzing  the  financial  feasibility 
or  the  environmental  aspects,  or  both,  of 
environmental  infrastructure  projects  in  the 
border  region;  • 

(D)  evaluating  social  and  economic 
benefits  of  environmental  infrastructure 
projects  in  the  border  region; 

(E)  organizing,  developing  and 
arranging  public  and  private  financing  for 
environmental  infrastructure  projects  in  the 
border  region;  and 

(ii)   certify,  in  accordance  with  Article  II,  Section  3 
of  this  Chapter,  applications  for  financing  to  be 
submitted  to  the  North  American  Development  Bank,  or  to 
other  sources  of  financing  that  request  such 
certification,  for  environmental  infrastructure 
projects  in  the  border  region. 

The  Commission,  with  the  concurrence  of  the  United  States 
Environmental  Protection  Agency  and  the  Mexican  Secretaria  de 
Desarollo  Social,  may  carry  out  these  functions  with  respect  to 
an  environmental  infrastructure  project  outside  the  border  region 
upon  finding  that  the  project  would  remedy  a  transboundary 
environmental  or  health  problem. 

Article  II 
OPERATIONS 

Section  1.     Use  of  resources 

The  resources  and  facilities  of  the  Commission  shall  be  used 
exclusively  to  implement  the  purpose  and  functions  enumerated  in 
Article  I  of  this  Chapter. 
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Section  2.      Requests  for  assistance 

(a)  The  Commission  may  seek  and  accept  requests  from  states 
and  localities,  other  public  entities  and  private  investors  for 
assistance  in  carrying  out  the  activities  enumerated  in  Article  I 
of  this  Chapter. 

(b)  Upon  receipt  of  a  request  for  assistance  pursuant  to 
paragraph  (a)  of  this  Section,  the  Commission  may  provide  any  and 
all  such  assistance  as  it  deems  appropriate.   In  providing  such 
assistance,  or  in  making  certifications  pursuant  to  Section  3  of 
this  Article,  the  Commission  shall  give  preference  to 
environmental  infrastructure  projects  relating  to  water 
pollution,  wastewater  treatment,  municipal  solid  waste  and 
related  matters. 

(c)  In  providing  such  assistance,  the  Commission  shall 
consult  with  the  Advisory  Council  established  pursuant  to  Article 
III,  Section  5  of  this  Chapter,  and,  as  appropriate,  with  private 
investors  and  national  and  international  institutions, 
particularly  the  North  American  Development  Bank. 

Section  3.      Applications  for  certification 

(a)  The  Commission  may  accept  applications  from  states  and 
localities,  other  public  entities  and  private  investors  for 
certification  of  environmental  infrastructure  projects  in  the 
border  region  with  respect  to  which  an  applicant  will  be  seeking 
financial  assistance  from  the  North  American  Development  Bank  or 
other  sources  of  financing  requesting  such  certification. 

(b)  The  Commission  may  certify  for  such  financing  any 
project  that  meets  or  agrees  to  meet  the  technical, 
environmental,  financial  or  other  criteria  applied,  either 
generally  or  specifically,  by  the  Commission  to  that  project.   To 
be  eligible  for  certification,  a  project  shall  observe  or  be 
capable  of  observing  the  environmental  and  other  laws  of  the 
place  where  it  is  to  be  located  or  executed. 

(c)  For  each  project  located  in  the  border  region  and 
having  significant  transboundary  environmental  effects, 

(1)   an  environmental  assessment  shall  be  presented  as 
part  of  the  application  process,  and  the  Board  of  Directors 
shall  examine  potential  environmental  benefits, 
environmental  risks,  and  costs,  as  well  as  available 
alternatives  and  the  environmental  standards  and  objectives 
of  the  affected  area;  and 
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(2)   the  Board  of  Directors,  in  consultation  with 
affected  states  and  localities,  shall  determine  that  the 
project  meets  the  necessary  conditions  to  achieve  a  high 
level  of  environmental  protection  for  the  affected  area. 

(d)  Upon  certification  of  a  project  for  financial 
assistance  from  the  North  American  Development  Bank,  the 
Commission  shall  submit  a  proposal  for  such  assistance  to  the 
Bank  for  its  consideration. 

(e)  Upon  certification  of  a  project  for  financial 
assistance  from  another  source  of  financing  requesting  such 
certification,  the  Commission  shall  submit  a  proposal  for  such 
assistance  to  that  source  for  its  consideration. 

Section  4.      Relationship  with  the  public 

The  Commission  shall  establish  procedures  in  English  and 
Spanish: 

(1)  ensuring,  to  the  extent  possible,  public 
availability  of  documentary  information  on  all  projects  for 
which  a  request  for  assistance  or  an  application  for 
certification  is  made; 

(2)  for  giving  written  notice  of  and  providing  members 
of  the  public  reasonable  opportunity  to  comment  on  any 
general  guidelines  which  may  be  established  by  the 
Commission  for  environmental  infrastructure  projects  for 
which  it  provides  assistance,  and  on  all  applications  for 
certification  received  by  the  Commission;  and 

(3)  whereby  the  Board  of  Directors  could  receive 
complaints  from  groups  affected  by  projects  that  the 
Commission  has  assisted  or  certified  and  could  obtain 
independent  assessments  as  to  whether  the  terms  of  this 
Chapter  or  the  procedures  established  by  the  Board  of 
Directors  pursuant  to  this  Chapter  have  been  observed. 

Section  5.     Reiiobursement,  fees  and  charges 

(a)  The  Commission  may  arrange  for  reimbursement  of  the 
costs  of  furnishing  assistance  on  terms  which  the  Commission 
deems  appropriate. 

(b)  The  Commission  may  establish  reasonable  fees  or  other 
charges  for  its  assistance,  including  the  processing  of 
applications  for  certification. 
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Article  III 
ORGANIZATION  AND  MANAGEMENT 

Section  1.      Location  of  offices 

The  Commission  shall  have  its  offices  in  the  border  region. 

Section  2.      Structure  of  the  Commission 

The  Commission  shall  have  a  Board  of  Directors,  a  General 
Manager,  a  Deputy  General  Manager,  an  Advisory  Council  and  such 
other  officers  and  staff  to  perform  such  duties  as  the  Commission 
may  determine. 

Section  3.      Board  of  Directors 

(a)   All  the  powers  of  the  Commission,  including  the  power 
to  determine  its  general  operational  and  structural  policies, 
shall  be  vested  in  the  Board  of  Directors.   The  Board  shall  have 
ten  Directors: 

(1)  the  United  States  Commissioner  of  the 
International  Boundary  and  Water  Commission,  who  shall  serve 
ex  officio; 

(2)  the  Mexican  Commissioner  of  the  International 
Boundary  and  Water  Commission,  who  shall  serve  ex  officio; 

(3)  the  Administrator  of  the  Environmental  Protection 
Agency  of  the  United  States,  or  his/her  delegate,  who  shall 
serve  ex  officio; 

(4)  the  Secretario  de  Desarollo  Social  of  Mexico,  or 
his/her  delegate,  who  shall  serve  ex  officio; 

(5)  six  additional  directors  having  expertise  in 
environmental  planning,  economics,  engineering,  finance,  or 
related  matters,  consisting  of — 

(i)   a  representative  of  one  of  the  U.S.  border 
states,  appointed  by  the  United  States  in  such  manner 
as  it  may  determine; 

(ii)   a  representative  of  one  of  the  Mexican 
border  states,  appointed  by  Mexico  in  such  manner  as  it 
may  determine; 

(iii)   a  representative  of  a  U.S.  locality  in  the 
border  region,  appointed  by  the  United  States  in  such 
manner  as  it  may  determine; 
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(iv)   a  representative  of  a  Mexican  locality  in 
the  border  region,  appointed  by  Mexico  in  such  manner 
as  it  may  determine; 

(v)  a  member  of  the  U.S.  public  who  is  a  resident 
of  the  border  region,  appointed  by  the  United  States  in 
such  manner  as  it  may  determine;  and 

(vi)   a  member  of  the  Mexican  public  who  is  a 
resident  of  the  border  region,  appointed  by  Mexico  in 
such  manner  as  it  may  determine. 

Each  of  the  Parties,  on  an  alternating  basis,  shall  select 
one  of  the  directors  as  Chairperson  of  the  Board  of  Directors  for 
a  one-year  term. 

(b)  The  Board  of  Directors  may  delegate  to  the  General 
Manager  authority  to  exercise  any  powers  of  the  Board,  except  the 
power  to: 

(i)   certify  environmental  infrastructure  projects  in 
accordance  with  Article  II,  Section  3  of  this  Chapter; 

(ii)   apply,  either  generally  or  specifically, 
technical,  environmental,  financial  or  other  criteria 
to  an  environmental  infrastructure  project; 

(iii)   determine  the  salary  and  terms  of  contract  of 
service  of  the  General  Manager  and  the  Deputy  General 
Manager;  and 

(iv)   approve  the  annual  program  and  budget  and  the 
annual  report  of  the  Commission. 

(c)  The  Board  of  Directors  shall  hold  quarterly  regular 
sessions,  and  such  other  special  sessions  as  may  be  called  by  the 
Board  or  the  General  Manager.   At  all  regular  sessions,  the  Board 
of  Directors  shall  hold  at  least  one  public  meeting.   One  public 
meeting  each  year  shall  be  designated  the  Annual  Meeting  of  the 
Board. 

(d)  A  quorum  for  any  meeting  of  the  Board  of  Directors 
shall  be  a  majority  of  the  directors  appointed  by  each  of  the 
Parties. 

(e)  All  decisions  of  the  Board  of  Directors  shall  require 
the  approval  of  a  majority  of  the  members  appointed  by  each 
Party.   A  written  record  of  such  decisions  shall  be  made  public 
in  English  and  Spanish. 
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(f)  The  Board  of  Directors  may  adopt  such  rules  and 
regulations  as  may  be  necessary  or  appropriate  to  conduct  the 
business  of  the  Commission. 

(g)  Directors  shall  serve  as  such  without  compensation  from 
the  Commission,  but  the  Commission  shall  pay  them  reasonable 
expenses  incurred  in  attending  meetings  of  the  Board  of 
Directors. 

Section  4.      General  Manager 

(a)  The  Board  of  Directors  shall  appoint  a  General  Manager 
and  a  Deputy  General  Manager,  neither  of  whom  shall  be  a 
Director.   The  General  Manager  and  the  Deputy  General  Manager 
shall  each  be  appointed  for  a  term  of  three  years  and  may  be 
reappointed.   The  General  Manager  and  the  Deputy  General  Manager 
shall  cease  to  hold  office  when  the  Board  of  Directors  so  decides 
with  respect  to  either  officer.   The  offices  of  General  Manager 
and  Deputy  General  Manager  shall  alternate  between  nationals  of 
the  Parties.   The  General  Manager  and  the  Deputy  General  Manager 
shall  be  nationals  of  different  Parties  at  all  times. 

(b)  The  General  Manager  shall  exercise  all  the  powers 
delegated  to  him  or  her  by  the  Board  of  Directors.   The  General 
Manager  may  participate  in  meetings  of  the  Board,  but  shall  not 
vote  at  such  meetings.   The  General  Manager  shall  be  chief  of  the 
operating  staff  of  the  Commission  and  shall  conduct,  under  the 
direction  of  the  Boardof  Directors,  the  ordinary  business  of  the 
Commission.   Subject  to  the  general  control  of  the  Board  of 
Directors,  the  General  Manager  shall  be  responsible  for  the 
organization,  appointment  and  dismissal  of  the  officers  and  staff 
of  the  Commission. 

(c)  The  General  Manager,  officers  and  staff  of  the 
Commission,  in  the  discharge  of  their  offices,  shall  owe  their 
duty  entirely  to  the  Commission  and  to  no  other  authority.   The 
Parties  shall  respect  the  international  character  of  this  duty 
and  shall  refrain  from  all  attempts  to  influence  any  of  them  in 
the  discharge  of  their  duties. 

(d)  In  appointing  the  officers  and  staff,  the  General 
Manager  shall,  subject  to  the  paramount  importance  of  securing 
the  highest  standards  of  efficiency  and  technical  competence, 
seek  to  achieve  at  each  level  a  balanced  proportion  of  nationals 
of  each  Party. 

(e)  The  General  Manager  shall  submit  to  the  Board  of 
Directors  for  its  approval  an  annual  program  and  budget  for  the 
Commission.   The  Advisory  Council  established  pursuant  to  Section 
5  of  this  Article  shall  receive  at  the  same  time  as  the  Board  of 
Directors  drafts  of  the  annual  program  and  budget  and  may  make 
comments  to  the  Board  on  the  same. 


56 


10 
Section  5.   Advisory  Council 

(a)  The  Advisory  Council  shall  be  composed  of: 

(i)   at  least  one  resident  of  each  of  the  U.S.  border 
states,  totalling  not  more  than  six  such  representatives, 
who  shall  represent  states  or  localities,  or  local  community 
groups,  to  be  appointed  by  the  United  States  in  such  manner 
as  it  may  determine; 

(ii)   one  resident  of  each  of  the  Mexican  border 
states,  who  shall  represent  states  or  localities,  or  local 
community  groups,  to  be  appointed  by  Mexico  in  such  manner 
as  it  may  determine; 

(iii)   three  members  of  the  public,  including  at  least 
one  representative  of  a  U.S.  non-governmental  organization, 
appointed  by  the  United  States  in  such  manner  as  it  may 
determine;  and 

(iv)   three  members  of  the  public,  including  at  least 
one  representative  of  a  Mexican  non-governmental 
organization,  appointed  by  Mexico  in  such  manner  as  it  may 
determine. 

(b)  Council  members  shall  be  appointed  for  a  term  of  two 
years  and  may  be  reappointed.   Each  of  the  Parties  shall  select 
from  among  the  members  it  appoints  a  Co-Chairperson  of  the 
Council.   Council  members  shall  serve  as  such  without 
compensation  from  the  Commission,  but  the  Commission  shall  pay 
them  reasonable  expenses  incurred  in  attending  meetings  of  the 
Council. 

(c)  The  Council  shall  meet  quarterly  during  the  regular 
sessions  of  the  Board  of  Directors,  and  at  such  other  times  as 
the  Council,  with  the  consent  of  a  majority  of  the  members 
appointed  by  each  of  the  Parties,  or  the  Board  shall  determine. 

(d)  The  Council  may  adopt  such  rules  as  may  be  necessary  or 
appropriate  to  conduct  the  business  of  the  Council. 

(e)  The  Council  may  provide  advice  to  the  Board  of 
Directors  or  the  General  Manager  on  any  matter  within  the  scope 
of  this  Chapter,  including  certifications  pursuant  to  Article  II 
of  this  Chapter,  and  on  the  implementation  and  further 
elaboration  of  this  Chapter,  and  may  perform  such  other  functions 
as  directed  by  the  Board. 
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Section  6.      Relationship  to  the  International  Boundary 
and  Water  Commission 

(a)  The  Commission  may  enter  into  arrangements  with  the 
International  Boundary  and  Water  Commission  ("IBWC")  regarding 
facilities,  personnel  and  services  and  arrangements  for 
reimbursement  of  administrative  and  other  expenses  paid  by  one 
organization  on  behalf  of  the  other. 

(b)  Nothing  in  this  Chapter  shall  make  the  Commission 
liable  for  the  acts  or  obligations  of  the  IBWC,  or  the  IBWC 
liable  for  the  acts  or  obligations  of  the  Commission. 

(c)  The  Parties  shall  call  upon  the  Commission  and  the  IBWC 
to  cooperate,  as  appropriate,  with  each  other  in  planning, 
developing  and  carrying  out  border  sanitation  and  other 
environmental  activities. 

Section  7.      Funding 

Each  Party  shall  contribute  an  equal  share  of  the  budget  of 
the  Commission,  subject  to  the  availability  of  appropriated  funds 
in  accordance  with  its  domestic  legal  requirements.   The 
Commission  shall  establish  an  account  or  accounts  to  receive  such 
contributions  from  the  Parties. 

Section  8.      Channel  of  communication 

Each  Party  shall  designate  an  appropriate  authority  with 
which  the  Commission  may  communicate  in  connection  with  any 
matter  arising  under  this  Chapter. 

Section  9.      Annual  reports 

(a)  The  Commission  shall  submit  to  the  Parties  an  annual 
report  in  English  and  Spanish  on  its  operations.   The  report 
shall  be  prepared  by  the  General  Manager  and  shall  be  approved  by 
the  Board  of  Directors.   The  Advisory  Council  shall  receive  at 
the  same  time  as  the  Board  of  Directors  drafts  of  the  annual 
report  and  may  make  comments  to  the  Board  on  the  same.   The 
annual  report  shall  include  an  audited  statement  of  the 
Commission's  accounts. 

(b)  Copies  of  the  annual  report  prepared  under  this  section 
shall  be  made  available  to  the  public. 
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Section  10.     Limitations  on  disclosure 

(a)  Notwithstanding  any  other  provision  of  this  Chapter, 
the  Commission,  including  its  officers  and  staff,  shall  not  make 
public  information  with  respect  to  which  a  Party  has  notified  the 
Commission  that  public  disclosure  would  impede  its  law 
enforcement. 

(b)  The  Commission  shall  establish  regulations  to  protect 
from  disclosure  business  or  proprietary  information  and 
information  the  disclosure  of  which  would  violate  personal 
privacy  or  the  confidentiality  of  government  decision-making. 

(c)  A  party  that  requests  assistance  or  submits  an 
application  to  the  Commission  may  request  that  information 
contained  therein  be  designated  confidential  by  the  Commission, 
and  may  request  an  advance  determination  from  the  Commission  as 
to  whether  such  information  is  entitled  to  confidentiality 
pursuant  to  subsection  (b)  above.   If  the  Commission  determines 
that  such  information  is  not  entitled  to  confidentiality  pursuant 
to  subsection  (b)  above,  the  party  may  withdraw  its  request  or 
application  prior  to  further  action  by  the  Commission.   Upon  such 
withdrawal,  the  Commission  shall  not  keep  any  copy  of  the 
information  and  shall  not  make  public  that  it  received  such  a 
request  or  application. 

Article  IV 
8TATDS,  IMMUNITIES  AND  PRIVILEGES 

Section  1.      Scope  of  article 

To  enable  the  Commission  to  fulfill  its  purpose  and  the 
functions  with  which  it  is  entrusted,  the  status,  immunities  and 
privileges  set  forth  in  this  Article  shall  be  accorded  to  the 
Commission  in  the  territories  of  each  Party. 

Section  2.      Legal  status 

(a)  The  Commission  shall  possess  juridical  personality  and, 
in  particular,  full  capacity: 

(i)       to  contract; 

(ii)      to  acquire  and  dispose  of  immovable  and 
movable  property;  and 

(iii)     to  institute  legal  proceedings. 

(b)  The  Commission  may  exercise  such  other  powers  as  shall 
be  necessary  in  furtherance  of  its  purpose  and  functions, 
consistent  with  the  provisions  of  this  Chapter. 
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Section  3.      Judicial  proceedings 

The  Commission,  its  property  and  its  assets,  wherever 
located,  and  by  whomsoever  held,  shall  enjoy  the  same  immunity 
from  suit  and  every  form  of  judicial  process  as  is  enjoyed  by 
foreign  governments,  except  to  the  extent  that  the  Commission  may 
expressly  waive  its  immunity  for  the  purposes  of  any  proceedings 
or  by  the  terms  of  any  contract. 

Section  4.      Immunity  of  assets 

Property  and  assets  of  the  Commission,  wheresoever  located 
and  by  whomsoever  held,  shall  be  considered  public  international 
property  and  shall  be  immune  from  search,  requisition, 
confiscation,  expropriation  or  any  other  form  of  taking  or 
foreclosure  by  executive  or  legislative  action. 

Section  5.      Inviolability  of  archives 

The  archives  of  the  Commission  shall  be  inviolable. 

Section  6.      Freedom  of  assets  from  restrictions 

To  the  extent  necessary  to  carry  out  the  purpose  and 
functions  of  the  Commission  and  to  conduct  its  operations  in 
accordance  with  this  Chapter,  all  property  and  other  assets  of 
the  Commission  shall  be  free  from  restrictions,  regulations, 
controls  and  moratoria  of  any  nature,  except  as  may  otherwise  be 
provided  in  this  Chapter. 

Section  7.      Privilege  for  communications 

The  official  communications  of  the  Commission  shall  be 
accorded  by  each  Party  the  same  treatment  that  it  accords  to  the 
official  communications  of  the  other  Party. 

Section  8.      Personal  immunities  and  privileges 

(a)   The  directors.  General  Manager,  Deputy  General  Manager, 
officers  and  staff  of  the  Commission  shall  have  the  following 
privileges  and  immunities: 

(i)   immunity  from  legal  process  with  respect  to  acts 
performed  by  them  in  their  official  capacity  except 
when  the  Commission  expressly  waives  this  immunity; 
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^ii)  when  not  local  nationals,  the  same  immunities  from 
immigration  restrictions,  alien  registration 
requirements  and  national  service  obligations  and  the 
same  facilities  as  regards  exchange  provisions  as  are 
accorded  by  each  Party  to  the  representatives, 
officials,  and  employees  of  comparable  rank  of  the 
other  Party;  and 

(iii)   the  same  privileges  in  respect  of  travelling 
facilities  as  are  accorded  by  each  Party  to 
representatives,  officials,  and  employees  of  comparable 
rank  of  the  other  Party. 

Section  9.      Immunities  from  taxation 

(a)  The  Commission,  its  property,  other  assets,  income,  and 
the  operations  it  carries  out  pursuant  to  this  Chapter  shall  be 
immune  from  all  taxation  and  from  all  customs  duties.   The 
Commission  shall  also  be  immune  from  any  obligation  relating  to 
the  payment,  withholding  or  collection  of  any  tax  or  customs 
duty. 

(b)  No  tax  shall  be  levied  on  or  in  respect  of  salaries  and 
emoluments  paid  by  the  Commission  to  officers  or  staff  of  the 
Commission  who  are  not  local  nationals. 

Section  10.     Implementation 

Each  Party,  in  accordance  with  its  juridical  system,  shall 
take  such  action  as  is  necessary  to  make  effective  in  its  own 
territories  the  principles  set  forth  in  this  Article,  and  shall 
inform  the  Commission  of  the  action  which  it  has  taken  on  the 
matter. 

Article  V 
CONSULTATIONS 

Section  1.      Principle  of  cooperation 

The  Parties  shall  at  all  times  endeavor  to  agree  on  the 
interpretation  and  application  of  this  Chapter,  and  shall  make 
every  effort  to  resolve  any  matter  that  might  affect  the 
implementation  of  this  Chapter. 

Section  2.     Consultations 

Upon  the  written  request  of  either  Party  or  the  Board  of 
Directors  in  English  and  Spanish,  the  Parties  shall  consult 
regarding  the  interpretation  or  application  of  this  Chapter. 
These  consultations  shall  take  place  within  30  days  after  a 
written  request  for  consultations. 
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Article  VI 
TERMINATION  OF  OPERATIONS 

(a)  The  Parties,  by  mutual  agreement,  may  terminate  the 
operations  of  the  Commission.   A  Party  may  withdraw  from  the 
Commission  by  delivering  to  the  Commission  at  its  principal 
office  a  written  notice  of  its  intention  to  do  so.   Such 
withdrawal  shall  become  finally  effective  on  the  date  specified 
in  the  notice  but  in  no  event  less  than  six  months  after  the 
notice  is  delivered  to  the  Commission.   However,  at  any  time 
before  the  withdrawal  becomes  finally  effective,  the  Party  may 
notify  the  Commission  in  writing  of  the  cancellation  of  its 
notice  of  intention  to  withdraw.   The  Commission  shall  terminate 
its  operations  on  the  effective  date  of  any  notice  of  withdrawal 
from  the  Commission. 

(b)  After  such  termination  of  operations  the  Commission 
shall  forthwith  cease  all  activities,  except  those  incident  to 
the  conservation,  preservation,  and  realization  of  its  assets  and 
settlement  of  its  obligations. 

CHAPTER  II 
NORTH  AMERICAN  DEVELOPMENT  BANK 

Article  I 
PURPOSES  AND  FUNCTIONS 

Section  1.      Purposes 

The  purposes  of  the  North  American  Development  Bank  shall 
be: 

(a)  to  provide  financing  for  projects  certified  by  the 
Border  Environment  Cooperation  Commission,  as  appropriate,  and, 
at  the  request  of  the  Commission,  to  otherwise  assist  the 
Commission  in  fulfilling  its  purposes  and  functions; 

(b)  to  provide  financing  endorsed  by  the  United  States,  as 
appropriate,  for  community  adjustment  and  investment  in  support 
of  the  purposes  of  the  North  American  Free  Trade  Agreement;  and 

(c)  to  provide  financing  endorsed  by  Mexico,  as 
appropriate,  for  community  adjustment  and  investment  in  support 
of  the  purposes  of  the  North  American  Free  Trade  Agreement. 

Section  2.      Functions 

To  implement  its  purposes,  the  Bank  shall  utilize  its  own 
capital,  funds  raised  by  it  in  financial  markets,  and  other 
available  resources  and  shall  fulfill  the  following  functions: 
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(a)  to  promote  the  investment  of  public  and  private  capital 
contributing  to  its  purposes; 

(b)  to  encourage  private  investment  in  projects, 
enterprises,  and  activities  contributing  to  its  purposes,  and  to 
supplement  private  investment  when  private  capital  is  not 
available  on  reasonable  terms  and  conditions;  and 

(c)  to  provide  technical  and  other  assistance  for  the 
financing  and,  in  coordination  with  the  Commission,  the 
implementation  of  plans  and  projects. 

In  carrying  out  its  functions,  the  Bank  shall  cooperate  as 
appropriate  with  national  and  international  institutions  and  with 
private  sources  supplying  investment  capital. 

Article  II 
CAPITAL  OF  THE  BANK 

Section  1.      Authorized  capital 

(a)  The  authorized  capital  stock  of  the  Bank  initially 
shall  be  in  the  amount  of  $3,000,000,000  in  United  States  dollars 
and  shall  be  divided  into  300,000  shares  having  a  par  value  of 
$10,000  each,  which  shall  be  available  for  subscription  by  the 
Parties  in  accordance  with  Section  2  of  this  Article. 

(b)  The  authorized  capital  stock  shall  be  divided  into 
paid-in  shares  and  callable  shares.  $450,000,000  shall  be  paid-in 
shares,  and  $2,550,000,000  shall  be  callable  for  the  purposes 
specified  in  Section  3(d)  of  this  Article. 

(c)  The  authorized  capital  stock  may  be  increased  when  the 
Board  of  the  Bank  by  a  unanimous  vote  deems  it  advisable,  subject 
to  the  domestic  legal  requirements  of  the  Parties. 

Section  2.      Subscription  of  shares 

(a)  Each  Party  shall  subscribe  to  shares  of  the  capital 
stock  of  the  Bank.   The  number  of  shares  to  be  subscribed  by  the 
Parties  shall  be  those  set  forth  in  Annex  A  of  this  Agreement, 
which  specifies  the  obligation  of  each  Party  as  to  both  paid-in 
and  callable  capital. 

(b)  Shares  of  capital  stock  initially  subscribed  by  the 
Parties  shall  be  issued  at  par.   Other  shares  shall  be  issued  at 
par  unless  the  Board  of  the  Bank  decides  in  special  circumstances 
to  issue  them  on  other  terms. 

(c)  The  liability  of  the  Parties  on  capital  shares  shall  be 
limited  to  the  unpaid  portion  of  their  issue  price. 
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(d)   Shares  of  capital  stock  shall  not  be  pledged  or 
encumbered  in  any  manner,  and  they  shall  be  transferable  only  to 
the  Bank. 

Section  3.     Payment  of  subscriptions 

Payment  of  the  subscriptions  to  the  capital  stock  of  the  Bank 
as  set  forth  in  Annex  A  shall  be  made  as  follows: 

(a)  As  soon  as  possible  after  this  Agreement  enters  into 
force  pursuant  to  Article  I  of  Chapter  III,  but  no  later  than 
thirty  days  thereafter,  each  Party  shall  deposit  with  the  Bank  an 
Instrument  of  Subscription  in  which  it  agrees  to  pay  in  either 
Party's  currency  to  the  Bank  the  amount  of  paid-in  capital  set 
forth  for  it  in  Annex  A,  and  to  accept  the  obligations  of 
callable  shares  ("Unqualified  Subscription") .   Payment  of  the 
paid-in  capital  shall  be  due  according  to  a  schedule  to  be 
established  by  the  Board  of  the  Bank  after  entry  into  force  of 
this  Agreement. 

(b)  Notwithstanding  the  provisions  of  paragraph  (a)  of  this 
Section  regarding  Unqualified  Subscriptions,  as  an  exceptional 
case,  a  Party  may  deposit  an  Instrument  of  Subscription  in  which 
it  agrees  that  payment  of  all  installments  of  paid-in  capital, 
and  its  obligations  with  respect  to  all  callable  shares,  are 
subject  to  subsequent  budgetary  legislation  ("Qualified 
Subscription").   In  such  an  instrument,  the  Party  shall  undertake 
to  seek  to  obtain  the  necessary  legislation  to  pay  the  full 
amount  of  paid-in  capital  and  to  accept  the  full  amount  of 
corresponding  obligations  for  callable  shares,  by  the  payment 
dates  determined  in  accordance  with  paragraph  (a)  of  this 
Section.   Payment  of  an  installment  due  after  any  such  date  shall 
be  made  within  sixty  days  after  the  requisite  legislation  has 
been  obtained. 

(c)  If  any  Party  which  has  made  a  Qualified  Subscription 
has  not  obtained  the  legislation  to  make  payment  in  full  of  any 
installment  (or  to  accept  obligations  in  respect  of  callable 
shares)  by  the  dates  determined  in  accordance  with  paragraph  (a) 
of  this  Section,  then  a  Party  which  has  paid  the  corresponding 
installment  on  time  and  in  full,  may,  after  consultation  with  the 
Board  of  the  Bank,  direct  the  Bank  in  writing  to  restrict 
commitments  against  that  installment.   That  restriction  shall  not 
exceed  the  percentage  which  the  unpaid  portion  of  the 
installment,  due  from  the  Party  which  has  made  the  Qualified 
Subscription,  bears  to  the  entire  amount  of  the  installment  to  be 
paid  by  that  Party,  and  shall  be  in  effect  only  for  the  time  that 
unpaid  portion  remains  unpaid. 
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(d)   The  callable  portion  of  the  subscription  for  capital 
shares  of  the  Bank  shall  be  subject  to  call  only  when  required  to 
meet  the  obligations  of  the  Bank  created  under  Article  III, 
Section  2(b)  and  (c)  of  this  Chapter  on  borrowings  of  funds  for 
inclusion  in  the  Bank's  capital  resources  or  guarantees 
chargeable  to  such  resources.   In  the  event  of  such  a  call, 
payment  shall  be  made  in  either  Party's  currency.   Calls  on 
unpaid  subscriptions  shall  be  uniform  in  percentage  on  all 
shares. 

Section  4.      Capital  resources 

(a)   As  used  in  this  Chapter,  the  term  "capital  resources" 
of  the  Bank  shall  be  deemed  to  include  the  following: 

(1)  authorized  capital,  including  both  paid-in  and 
callable  shares,  subscribed  pursuant  to  Sections  2  and  3  of 
this  Article; 

(2)  all  funds  raised  by  borrowings  under  the  authority 
of  Article  V,  Section  1(a)  of  this  Chapter  to  which  the 
commitment  set  forth  in  Section  3(d)  of  this  Article  is 
applicable; 

(3)  all  funds  received  in  repayment  of  loans  made  with 
the  resources  indicated  in  paragraphs  (1)  and  (2)  of  this 
section; 

(4)  all  income  derived  from  loans  made  from  the 
aforementioned  funds  or  from  guarantees  to  which  the 
commitment  set  forth  in  Section  3 (d)  of  this  Article  is 
applicable;  and 

(5)  all  other  income  derived  from  any  of  the  resources 
mentioned  above. 

Article  III 
OPERATIONS 

Section  1.      Use  of  resources 

The  resources  and  facilities  of  the  Bank  shall  be  used 
exclusively  to  implement  the  purposes  and  functions  enumerated  in 
Article  I  of  this  Chapter. 

Section  2.      Methods  of  making  or  guaranteeing  loans 

Subject  to  the  conditions  stipulated  in  this  Article,  the 
Bank  may  make  or  guarantee  loans  to  either  Party,  or  any  agency 
or  political  subdivision  thereof,  and  to  any  entity  in  the 
territory  of  a  Party,  in  any  of  the  following  ways: 
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(a)  by  making  or  participating  in  direct  loans  with  funds 
corresponding  to  the  unimpaired  paid-in  capital  and  to  its 
reserves  and  undistributed  surplus; 

(b)  by  making  or  participating  in  direct  loans  with  funds 
raised  by  the  Bank  in  capital  markets,  or  borrowed  or  acquired  in 
any  other  manner,  for  inclusion  in  the  capital  resources  of  the 
Bank ;  and 

(c)  by  guaranteeing  in  whole  or  in  part  loans  made  to,  or 
securities  issued  in  connection  with,  projects. 

Section  3.      Grants 

(a)  Subject  to  the  conditions  stipulated  in  this  Article, 
the  Bank  shall  make  grants  to  the  United  States  or  any  agency  or 
political  subdivision  thereof,  and  to  any  entity  in  the  territory 
of  the  United  States  for  purposes  specified  in  Article  I,  Section 
1(b)  of  this  Chapter. 

(b)  Subject  to  the  conditions  stipulated  in  this  Article, 
the  Bank  shall  make  grants  to  Mexico  or  any  agency  or  political 
subdivision  thereof,  and  to  any  entity  in  the  territory  of  Mexico 
for  purposes  specified  in  Article  I,  Section  1(c)  of  this 
Chapter. 

Section  4.     Limitations  on  operations 

(a)  The  total  amount  outstanding  of  loans  and  guarantees 
made  by  the  Bank  in  its  operations  shall  not  at  any  time  exceed 
the  total  amount  of  the  unimpaired  subscribed  capital  of  the 
Bank,  plus  the  unimpaired  reserves  and  surplus  included  in  the 
capital  resources  of  the  Bank,  as  defined  in  Article  II,  Section 
4  of  this  Chapter,  and  other  income  of  the  capital  resources 
assigned  by  decision  of  the  Board  of  the  Bank  to  reserves  not 
available  for  loans  or  guarantees. 

(b)  The  total  amount  of  loans,  guarantees  and  grants 
provided  for  the  purposes  specified  in  Article  I,  Section  1(b)  of 
this  Chapter,  shall  not  exceed  10  percent  of  the  sum  of  the 
initial  paid-in  capital  actually  paid  to  the  Bank  by  the  United 
States,  and  the  initial  amount  of  callable  shares  for  which  the 
United  States  has  an  unqualified  subscription. 

The  total  amount  of  grants  made  pursuant  to  Section  11  of 
this  Article,  plus  15  percent  of  the  total  amount  of  loans  and 
guarantees  made  for  the  purposes  specified  in  Article  I,  Section 
1(b)  of  this  Chapter,  shall  not  exceed  10  percent  of  the  initial 
paid-in  capital  actually  paid  to  the  Bank  by  the  United  States. 
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(c)   The  total  amount  of  loans,  guarantees  and  grants 
provided  for  the  purposes  specified  in  Article  I,  Section  1(c)  of 
this  Chapter,  shall  not  exceed  10  percent  of  the  sum  of  the 
initial  paid-in  capital  actually  paid  to  the  Bank  by  Mexico,  and 
the  amount  of  initial  callable  shares  for  which  Mexico  has  an 
unqualified  subscription. 

The  total  amount  of  grants  made  pursuant  to  Section  H  of 
this  Article,  plus  15  percent  of  the  total  amount  of  loans  and 
guarantees  made  for  the  purposes  specified  in  Article  I,  Section 
1(c)  of  this  Chapter,  shall  not  exceed  10  percent  of  the  initial 
paid-in  capital  actually  paid  to  the  Bank  by  Mexico. 

Section  5.      Direct  loan  and  grant  financing 

In  making  grants  or  in  making  direct  loans  or  participating 
in  them,  the  Bank  may  provide  financing  in  the  currencies  of  the 
Parties  to  meet  the  costs  and  expenses  related  to  the  purposes  of 
the  grant  or  loan. 

Section  6.      Rules  and  conditions  for  making  or 
guaranteeing  loans 

(a)  The  Bank  may  make  or  guarantee  loans,  subject  to  the 
following  rules  and  conditions: 

(1)  in  considering  a  request  for  a  loan  or  a 
guarantee,  the  Bank  shall  take  into  account  the  ability  of 
the  borrower  to  obtain  the  loan  from  private  sources  of 
financing  on  terms  which,  in  the  opinion  of  the  Bank,  are 
reasonable  for  the  borrower,  taking  into  account  all 
pertinent  factors; 

(2)  in  making  or  guaranteeing  a  loan,  the  Bank  shall 
pay  due  regard  to  prospects  that  the  borrower  and  its 
guarantor,  if  any,  will  be  in  a  position  to  meet  their 
obligations  under  the  loan  contract; 

(3)  in  the  opinion  of  the  Bank,  the  rate  of  interest, 
other  charges  and  the  schedule  for  repayment  of  principal 
are  appropriate  for  the  purpose  or  project  in  question;  and 

(4)  in  guaranteeing  a  loan  made  by  other  investors, 
the  Bank  shall  receive  suitable  compensation  for  its  risk. 

(b)  In  addition  to  the  rules  and  conditions  set  forth  in 
paragraph  (a)  of  this  Section,  the  following  rules  and  conditions 
shall  apply  to  loans  or  guarantees  made  pursuant  to  a 
certification  from  the  Commission: 
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(1)  the  applicant  for  the  loan  shall  have  submitted  a 
detailed  proposal  to  the  Bank,  and  the  Commission  shall  have 
presented  a  written  report  certifying  the  proposal; 

(2)  in  making  or  guaranteeing  a  loan  to  a  project,  the 
Bank  shall  find  that  the  project  is  economically/financially 
sound,  and  pay  due  regard  to  the  prospects  that  the  project 
will  generate  sufficient  revenues,  by  user  fees  or 
otherwise,  to  be  self-sustaining,  or  that  funds  will  be 
available  from  other  sources  to  meet  debt  servicing 
obligations;  and 

(3)  loans  made  or  guaranteed  by  the  Bank  shall  be  for 
financing  specific  projects. 

(c)  In  addition  to  the  rules  and  conditions  set  forth  in 
paragraph  (a)  of  this  Section,  loans  and  guarantees  made  for  the 
purposes  specified  in  Article  I,  Section  1(b)  of  this  Chapter 
shall  require  an  endorsement  from  the  United  States. 

(d)  In  addition  to  the  rules  and  conditions  set  forth  in 
paragraph  (a)  of  this  Section,  loans  and  guarantees  made  for  the 
purposes  specified  in  Article  I,  Section  1(c)  of  this  Chapter 
shall  require  an  endorsement  from  Mexico. 

Section  7.      Optional  conditions  for  making  or 
guaranteeing  loans 

(a)  In  the  case  of  loans  or  guarantees  of  loans  to 
nongovernmental  entities,  the  Bank  may,  when  it  deems  it 
advisable,  require  that  the  Party  in  whose  territory  the  project 
is  to  be  carried  out,  or  a  public  institution  or  a  similar  agency 
of  the  Party  acceptable  to  the  Bank,  guarantee  the  repayment  of 
the  principal  and  the  payment  of  interest  and  other  charges  on 
the  loan. 

(b)  The  Bank  may  attach  such  other  conditions  to  the  making 
of  loans  or  guarantees  as  it  deems  appropriate. 

Section  8.      Dse  of  loans  made  or  guaranteed  by  the 
Bank 

(a)  The  Bank  shall  impose  no  condition  that  the  proceeds  of 
a  loan  shall  be  spent  in  the  territory  of  either  Party. 

(b)  The  Bank  shall  take  the  necessary  measures  to  ensure 
that  the  proceeds  of  any  loan  made,  guaranteed,  or  participated 
in  by  the  Bank  are  used  only  for  the  purposes  for  which  the  loan 
was  granted,  with  due  attention  to  considerations  of  economy  and 
efficiency. 
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Section  9.      Payment  provisions  for  direct  loans 

Direct  loan  contracts  made  by  the  Bank  in  conformity  with 
Sections  5  and  6  of  this  Article  shall  establish: 

(a)  All  the  terms  and  conditions  of  each  loan,  including 
among  others,  provision  for  payment  of  principal,  interest  and 
other  charges,  maturities,  and  dates  of  payment;  and 

(b)  The  currency  or  currencies  in  which  payment  shall  be 
made  to  the  Bank. 

Section  10.     Guarantees 

(a)  In  making  any  guarantee  pursuant  to  Section  2(c)  of 
this  Article,  the  Bank  shall  charge  a  guarantee  fee,  at  a  rate 
determined  by  the  Bank,  payable  periodically  on  the  amount  of  the 
loan  outstanding. 

(b)  Guarantee  contracts  concluded  by  the  Bank  shall  provide 
that  the  Bank  may  terminate  its  liability  with  respect  to 
interest  if,  upon  default  by  the  borrower  and  by  the  guarantor, 
if  any,  the  Bank  offers  to  purchase,  at  par  and  interest  accrued 
to  a  date  designated  in  the  offer,  the  bonds  or  other  obligations 
guaranteed. 

(c)  In  issuing  guarantees,  the  Bank  shall  have  power  to 
determine  any  other  terms  and  conditions. 

Section  11.     Rules  and  conditions  for  making  grants 

(a)  Notwithstanding  Article  VI,  Section  3  of  this  Chapter, 
and  subject  to  the  limitations  specified  in  Article  II,  Section 
4(b)  of  this  Chapter,  the  Bank  shall  make  grants  for  the  purposes 
specified  in  Article  I,  Section  1(a)  of  this  Chapter  pursuant  to 
an  endorsement  by  the  United  States. 

(b)  Notwithstanding  Article  VI,  Section  3  of  this  Chapter, 
and  subject  to  the  limitations  specified  in  Article  II,  Section 
4(c)  of  this  Chapter,  the  Bank  shall  make  grants  for  the  purposes 
specified  in  Article  I,  Section  2(c)  of  this  Chapter  pursuant  to 
an  endorsement  by  Mexico. 

Section  12.     Relationship  witb  other  entities 

(a)   The  Bank  may  make  arrangements  with  other  entities, 
including  multilateral  development  banks,  regarding  facilities, 
personnel  and  services  and  arrangements  for  reimbursement  of 
administrative  expenses  paid  by  either  entity  on  behalf  of  the 
other . 
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(b)   Nothing  in  this  Agreement  shall  make  the  Bank  liable 
for  the  acts  or  obligations  of  an  entity  referred  to  in  paragraph 
(a)  of  this  Section,  or  any  such  entity  liable  for  the  acts  or 
obligations  of  the  Bank. 

Article  IV 
CURRENCIES 

Section  1.      Use  of  currencies 

(a)  The  Parties  may  not  maintain  or  impose  restrictions  of 
any  kind  upon  the  use  by  the  Bank  or  by  any  recipient  from  the 
Bank,  for  payments  in  any  country,  of  the  following: 

(1)  currencies  received  by  the  Bank  in  payment  of  each 
Party  s  subscription  to  shares  of  the  Bank's   capital; 

(2)  currencies  of  the  Parties  purchased  with  the 
resources  referred  to  in  (1)  of  this  paragraph; 

(3)  currencies  obtained  by  borrowings,  pursuant  to  the 
provisions  of  Article  V,  Section  1(a)  of  this  Chapter,  for 
inclusion  in  the  capital  resources  of  the  Bank; 

(4)  currencies  received  by  the  Bank  in  payment  on 
account  of  principal,  interest,  or  other  charges  in  respect 
of  loans  made  from  the  funds  referred  to  in  (1),  (2)  or  (3) 
of  this  paragraph;  and  currencies  received  in  payment  of 
commissions  and  fees  on  all  guarantees  made  by  the  Bank;  and 

(5)  currencies  received  from  the  Bank  pursuant  to 
Article  V,  Section  4(c)  of  this  Chapter,  in  distribution  of 
net  profits. 

(b)  A  Party's  currency  held  by  the  Bank  in  its  capital 
resources,  which  is  not  covered  by  paragraph  (a)  of  this  section, 
also  may  be  used  by  the  Bank  or  any  recipient  from  the  Bank  for 
payments  in  any  country  without  restriction  of  any  kind. 

(c)  The  Parties  may  not  place  any  restrictions  on  the 
holding  and  use  by  the  Bank,  for  making  amortization  payments  or 
anticipating  payment  of,  or  repurchasing  part  or  all  of  the 
Bank's  own  obligations,  of  currencies  received  by  the  Bank  in 
repayment  of  direct  loans  made  from  borrowed  funds  included  in 
the  capital  resources  of  the  Bank. 
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Section  2.      Valuation  of  currencies 

(a)  The  amount  of  a  currency  other  than  the  U.S.  dollar 
paid  for  purposes  of  Section  3(a),  (b)  or  (d)  of  Article  II  of 
this  Chapter  or  Section  3  of  this  Article  to  discharge  a  U.S. 
dollar-denominated  obligation  shall  be  that  amount  which  will 
yield  to  the  Bank  the  U.S.  dollar  amount  of  such  obligation. 

(b)  Whenever  it  shall  become  necessary  under  this  Chapter 
to  value  any  currency  in  terms  of  another  currency,  such 
valuation  shall  be  determined  by  the  Bank  after  consultation,  if 
necessary,  with  the  International  Monetary  Fund. 

Section  3.      Methods  of  conserving  currencies 

The  Ba'nk  shall  accept  from  either  Party  promissory  notes  or 
similar  securities  issued  by  the  government  of  the  Party,  or  by 
the  depository  designated  by  such  Party,  in  lieu  of  any  part  of 
the  currency  of  the  Party  representing  the  paid-in  portion  of  its 
subscription  to  the  Bank's  authorized  capital,  provided  such 
currency  is  not  required  by  the  Bank  for  the  conduct  of  its 
operations.   Such  notes  or  securities  shall  be  non-negotiable, 
non-interest-bearing,  and  payable  to  the  Bank  at  their  par  value 
on  demand.   On  the  same  conditions,  the  Bank  shall  also  accept 
such  notes  or  securities  in  lieu  of  any  part  of  the  subscription 
of  a  Party  with  respect  to  which  part  the  terms  of  the 
subscription  do  not  require  payment  in  cash. 

Article  V 
MISCELLANEOUS  POWERS  AND  DISTRIBUTION  OF  PROFITS 

Section  1.      Miscellaneous  powers  of  the  Bank 

In  addition  to  the  powers  specified  elsewhere  in  this 
Chapter,  the  Bank  shall  have  the  power  to: 

(a)  borrow  funds  and  in  that  connection  to  furnish  such 
collateral  or  other  security  therefor  as  the  Bank  shall 
determine,  provided  that,  before  making  a  sale  of  its  obligations 
in  the  markets  of  a  Party,  the  Bank  shall  have  obtained  the 
approval  of  that  country  and  of  the  Party  in  whose  currency  the 
obligations  are  denominated. 

(b)  invest  funds  not  needed  in  its  operations  in  such 
obligations  as  it  may  determine; 

(c)  guarantee  securities  in  its  portfolio  for  the  purpose 
of  facilitating  their  sale;  and 
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(d)   exercise  such  other  powers  as  shall  be  necessary  or 
desirable  in  furtherance  of  its  purposes  ^nd  functions, 
consistent  with  the  provisions  of  this  Chapter. 

Section  2.      Warning  to  be  placed  on  securities 

Every  security  issued  or  guaranteed  by  the  Bank  shall  bear 
on  its  face  a  conspicuous  statement  to  the  effect  that  it  is  not 
an  obligation  of  any  government,  unless  it  is  in  fact  the 
obligation  of  a  particular  government,  in  which  case  it  shall  so 
state. 

Section  3.      Methods  of  meeting  the  losses  of  the 
Bank 

(a)  In  cases  of  arrears  or  default  on  loans  made, 
participated  in,  or  guaranteed  by  the  Bank,  the  Bank  shall  take 
such  action  as  it  deems  appropriate.   The  Bank  shall  maintain 
appropriate  provisions  against  possible  losses. 

(b)  Losses  arising  in  the  Bank's  operations  shall  be 
charged  first,  to  the  provisions  referred  to  in  paragraph  (a) ; 
second,  to  net  income;   third,  against  its  general  reserve  and 
surpluses;  and  fourth,  against  the  unimpaired  paid-in  capital. 

(c)  Whenever  necessary  to  meet  contractual  payments  of 
interest,  other  charges,  or  amortization  on  the  Bank's  borrowings 
payable  out  of  its  capital  resources,  or  to  meet  the  Bank's 
liabilities  with  respect  to  similar  payments  on  loans  guaranteed 
by  it  chargeable  to  its  capital  resources,  the  Bank  may  call  upon 
both  Parties  to  pay  an  appropriate  amount  of  their  callable 
capital  subscriptions,  in  accordance  with  Article  II,  Section  3 
of  this  Chapter.   Moreover,  if  the  Bank  believes  that  a  default 
may  be  of  long  duration,  it  may  call  an  additional  part  of  such 
subscriptions  not  to  exceed  in  any  one  year  one  per  cent  of  the 
total  subscriptions  of  the  Parties  to  the  capital  resources,  for 
the  following  purposes: 

(1)  to  redeem  prior  to  maturity,  or  otherwise 
discharge  its  liability  on,  all  or  part  of  the  outstanding 
principal  of  any  loan  guaranteed  by  it  chargeable  to  its 
capital  resources  in  respect  of  which  the  debtor  is  in 
default;  and 

(2)  to  repurchase,  or  otherwise  discharge  its 
liability  on,  all  or  part  of  its  own  outstanding  obligations 
payable  out  of  its  capital  resources. 
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Section  4.      Distribution  or  transfer  of  net  profits  and 
surplus 

(a)  The  Board  of  the  Bank  may  determine  periodically  what 
part  of  the  net  profits  and  of  the  surplus  of  the  capital 
resources  shall  be  distributed.   Such  distributions  may  be  made 
only  when  the  reserves  have  reached  a  level  which  the  Board 
considers  adequate. 

(b)  The  distributions  referred  to  in  paragraph  (a)  of  this 
section  shall  be  made  from  the  capital  resources  in  proportion  to 
the  number  of  capital  shares  held  by  each  Party. 

(c)  Payments  pursuant  to  paragraph  (a)  of  this  section 
shall  be  made  in  such  manner  and  in  such  currency  or  currencies 
as  the  Board  of  the  Bank  shall  determine.   If  such  payments  are 
made  to  a  Party  in  currencies  other  than  its  own,  the  transfer  of 
such  currencies  and  their  use  by  the  receiving  country  shall  be 
without  restriction  by  either  Party. 

Article  VI 
ORGANIZATION  AND  MANAGEMENT 

Section  1.  Structure  of  the  Bank 

The  Bank  shall  have  a  Board,  a  Manager,  and  such  other 
officers  and  staff  as  may  be  considered  necessary. 

Section  2.      Board  of  the  Bank 

(a)  All  the  powers  of  the  Bank  shall  be  vested  in  the 
Board.   Each  Party  shall  appoint  three  representatives  to  the 
Board  of  the  Bank,  who  shall  serve  at  the  pleasure  of  the 
appointing  Party.   Board  members  shall  be  persons  of  recognized 
competence  and  experience.   Each  Party,  on  an  alternating  basis, 
shall  select  one  of  its  representatives  as  Chairperson  for  a  one- 
year  term. 

(b)  Each  Board  member  shall  appoint  an  alternate  who  shall 
have  full  power  to  act  for  him  or  her  when  he  or  she  is  not 
present.   Alternates  may  participate  in  meetings  but  may  vote 
only  when  they  are  acting  in  place  of  their  principals.   In 
unusual  circumstances,  when  neither  a  Board  member  nor  his  or  her 
alternate  is  able  to  attend  a  meeting,  the  Board  member  may 
designate  a  temporary  alternate. 

(c)  Board  members  shall  serve  as  such  without  compensation 
from  the  Bank,  but  the  Bank  may  pay  them  reasonable  expenses 
incurred  in  attending  meetings  of  the  Board  of  the  Bank. 
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(d)  The  Board  of  the  Bank  shall  meet  at  the  principal 
office  of  the  Bank  as  often  as  the  business  of  the  Bank  may 
require. 

(e)  A  quorum  for  any  meeting  of  the  Board  of  the  Bank  shall 
require  two  representatives,  alternates,  or  temporary  alternates 
from  each  Party. 

(f)  The  Board  of  the  Bank  may  appoint  such  committees  as 
it  deems  advisable. 

(g)  The  Board  of  the  Bank  shall  determine  the  basic 
organization  of  the  Bank,  including  the  number  and  general 
responsibilities  of  the  chief  administrative  and  professional 
positions  of  the  staff,  and  shall  approve  the  budget  of  the  Bank. 

Section  3.     Decision-making 

All  decisions  of  the  Board  of  the  Bank  shall  require  the 
assent  of  at  least  two  representatives,  alternates,  or  temporary 
alternates  of  each  Party. 

Section  4.      Manager  and  staff 

(a)  The  Board  of  the  Bank  shall  elect  a  Manager  of  the  Bank 
who  may  serve  pursuant  to  an  agreement  entered  into  pursuant  to 
Article  III,  Section  12  of  this  Chapter.   The  Manager,  under  the 
direction  of  the  Board  of  the  Bank,  shall  conduct  the  business  of 
the  Bank  and  shall  be  chief  of  its  staff.   The  Manager  or  his  or 
her  designee  shall  be  the  legal  representative  of  the  Bank.   The 
term  of  office  of  the  Manager  shall  be  three  years.   The  Manager 
may  be  elected  to  successive  terms.   He  or  she  shall  cease  to 
hold  office  when  the  Board  of  the  Bank  so  decides. 

(b)  The  Manager,  officers  and  staff  of  the  Bank,  in  the 
discharge  of  their  offices,  shall  owe  their  duty  entirely  to  the 
Bank  and  to  no  other  authority.   The  Parties  shall  respect  the 
international  character  of  this  duty  and  shall  refrain  from  all 
attempts  to  influence  any  of  them  in  the  discharge  of  their 
duties. 

(a)      In  appointing  the  officers  and  staff  the  Manager  shall, 
subject  to  the  paramount  importance  of  securing  the  highest 
standards  of  efficiency  and  technical  competence,  seek  to 
achieve,  at  each  level,  a  balance  in  the  number  of  national*,  from 
each  Party. 
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(d)   The  Bank,  its  officers  and  staff  shall  not  interfere  in 
the  political  affairs  of  either  Party,  nor  shall  they  be 
influenced  in  their  decisions  by  the  political  character  of  the 
Party  or  Parties  concerned.   Only  economic/financial 
considerations  shall  be  relevant  to  their  decisions,  and  these 
considerations  shall  be  weighed  impartially  in  order  to  achieve 
the  purposes  and  functions  stated  in  Article  I  of  this  Chapter. 

Section  5.      Publication  of  reports  and  provision  of 
information. 

(a)  The  Bank  shall  publish  an  annual  report  containing  an 
audited  statement  of  its  accounts.   It  shall  also  transmit 
quarterly  to  the  Parties  a  summary  statement  of  its  financial 
position  and  a  prof it-and-loss  statement  showing  the  results  of 
its  operations. 

(b)  The  Bank  may  also  publish  such  other  reports  as  it 
deems  desirable  to  inform  the  public  of  its  activities  and  to 
carry  out  its  purposes  and  functions. 

Article  VII 
SUSPENSION  AND  TERMINATION  OF  OPERATIONS 


Section  1.      Suspension  of  operations 

In  an  emergency  the  Board  of  the  Bank  may  suspend  operations 
in  respect  of  new  loans  and  guarantees  until  such  time  as  the 
Board  of  the  Bank  may  have  an  opportunity  to  consider  the 
situation  and  take  pertinent  measures. 

Section  2.      Termination  of  operations 

(a)  The  Parties,  by  mutual  agreement,  may  terminate  the 
operations  of  the  Bank.   A  Party  may  withdraw  from  the  Bank  by 
delivering  to  the  Bank  at  its  principal  office  a  written  notice 
of  its  intention  to  do  so.   Such  withdrawal  shall  become  finally 
effective  on  the  date  specified  in  the  notice  but  in  no  event 
less  than  six  months  after  the  notice  is  delivered  to  the  Bank. 
However,  at  any  time  before  the  withdrawal  becomes  finally 
effective,  the  Party  may  notify  the  Bank  in  writing  of  the 
cancellation  of  its  notice  of  intention  to  withdraw.   The  Bank 
shall  terminate  its  operations  on  the  effective  date  of  any 
notice  of  withdrawal  from  the  Bank. 

(b)  After  such  termination  of  operations  the  Bank  shall 
forthwith  cease  all  activities,  except  those  incident  to  the 
conservation,  preservation,  and  realization  of  its  assets  and 
settlement  of  its  obligations. 
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Section  3.      Liability  of  the  Parties  and  payment  of 
claims 

(a)  The  liability  of  the  Parties  arising  from  their 
subscriptions  to  the  capital  stock  of  the  Bank  shall  continue 
until  all  direct  and  contingent  obligations  shall  have  been 
discharged. 

(b)  All  creditors  holding  direct  claims  shall  be  paid  out 
of  the  assets  of  the  Bank  and  then  out  of  payments  to  the  Bank  on 
unpaid  or  callable  subscriptions.   Before  making  any  payments  to 
creditors  holding  direct  claims,  the  Board  of  the  Bank  shall  make 
such  arrangements  as  are  necessary,  in  its  judgment,  to  ensure  a 
pro  rata  distribution  among  holders  of  direct  and  contingent 
claims. 

Section  4.      Distribution  of  assets 

(a)  No  distribution  of  assets  shall  be  made  to  either  Party 
on  account  of  their  subscriptions  to  the  capital  stock  of  the 
Bank  until  all  liabilities  to  creditors  chargeable  to  such 
capital  stock  shall  have  been  discharged  or  provided  for. 
Moreover,  such  distribution  must  be  approved  by  a  decision  of  the 
Board  of  the  Bank. 

(b)  Any  distribution  of  the  assets  of  the  Bank  to  the 
Parties  shall  be  in  proportion  to  payments  on  capital  stock  held 
by  each  Party  and  shall  be  effected  at  such  times  and  under  such 
conditions  as  the  Bank  shall  deem  fair  and  equitable.   The  shares 
of  assets  distributed  need  not  be  uniform  as  to  type  of  assets. 
No  Party  shall  be  entitled  to  receive  its  share  in  such  a 
distribution  of  assets  until  it  has  settled  all  of  its 
obligations  to  the  Bank. 

(c)  A  Party  receiving  assets  distributed  pursuant  to  this 
Article  shall  enjoy  the  same  rights  with  respect  to  such  assets 
as  the  Bank  enjoyed  prior  to  their  distribution. 

Article  VIII 
STATUS,  IMMUNITIES  AND  PRIVILEGES 

Section  1.     Scope  of  article 

To  enable  the  Bank  to  fulfill  its  purposes  and  the  functions 
with  which  it  is  entrusted,  the  status,  immunities,  and 
privileges  set  forth  in  this  Article  shall  be  accorded  to  the 
Bank  in  the  territories  of  each  Party. 

Section  2.      Legal  status 

The  Bank  shall  possess  juridical  personality  and,  in 
particular,  full  capacity: 
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(a)  to  contract; 

(b)  to  acquire  and  dispose  of  immovable  and  movable 
property;  and 

(c)  to  institute  legal  proceedings. 

Section  3.      Judicial  proceedings 

Actions  may  be  brought  against  the  Bank  only  in  a  court  of 
competent  jurisdiction  in  the  territories  of  a  Party  in  which  the 
Bank  has  an  office,  has  appointed  an  agent  for  the  purpose  of 
accepting  service  or  notice  of  process,  or  has  issued  or 
guaranteed  securities. 

No  action  shall  be  brought  against  the  Bank  by  the  Parties 
or  persons  acting  for  or  deriving  claims  from  the  Parties. 
However,  the  Parties  shall  have  recourse  to  such  special 
procedures  to  settle  controversies  between  the  Bank  and  its 
Parties  as  may  be  prescribed  in  this  Chapter,  in  the  by-laws  and 
regulations  of  the  Bank  or  in  contracts  entered  into  with  the 
Bank. 

Property  and  assets  of  the  Bank  shall,  wheresoever  located 
and  by  whomsoever  held,  be  immune  from  all  forms  of  seizure, 
attachment  or  execution  before  the  delivery  of  final  judgment 
against  the  Bank. 

Section  4.      Immunity  of  assets 

Property  and  assets  of  the  Bank,  wheresoever  located  and  by 
whomsoever  held,  shall  be  considered  public  international 
property  and  shall  be  immune  from  search,  requisition, 
confiscation,  expropriation  or  any  other  form  of  taking  or 
foreclosure  by  executive  or  legislative  action. 

Section  5.      Inviolability  of  archives 

The  archives  of  the  Bank  shall  be  inviolable. 

Section  6.      Freedom  of  assets  from  restrictions 

To  the  extent  necessary  to  carry  out  the  purposes  and 
functions  of  the  Bank  and  to  conduct  its  operations  in  accordance 
with  this  Chapter,  all  property  and  other  assets  of  the  Bank 
shall  be  free  from  restrictions,  regulations,  controls  and 
moratoria  of  any  nature,  except  as  may  otherwise  be  provided  in 
this  Chapter. 
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Section  7.      Privilege  for  communications 

The  official  conununications  of  the  Bank  shall  be  accorded  by 
each  Party  the  same  treatment  that  it  accords  to  the  official 
communications  of  the  other  Party. 

Section  8.      Personal  immunities  and  privileges 

All  Board  members,  alternates,  officers,  and  staff  of  the 
Bank  shall  have  the  following  privileges  and  immunities: 

(a)  immunity  from  legal  process  with  respect  to  acts 
performed  by  them  in  their  official  capacity,  except  when  the 
Bank  waives  this  immunity; 

(b)  when  not  local  nationals,  the  same  immunities  from 
immigration  restrictions,  alien  registration  reguirements  and 
national  service  obligations  and  the  same  facilities  as  regards 
exchange  provisions  as  are  accorded  by  the  Parties  to  the 
representatives,  officials,  and  employees  of  comparable  rank  of 
the  Inter-American  Development  Bank;  and 

(c)  the  same  privileges  in  respect  of  traveling  facilities 
as  are  accorded  by  the  Parties  to  representatives,  officials,  and 
employees  of  comparable  rank  of  members  of  the  Inter-American 
Development  Bank. 

Section  9.      Immunities  from  taxation 

(a)  The  Bank,  its  property,  other  assets,  income,  and  the 
operations  it  carries  out  pursuant  to  this  Chapter  shall  be 
immune  from  all  taxation  and  from  all  customs  duties.   The  Bank 
shall  also  be  immune  from  any  obligation  relating  to  the  payment, 
withholding  or  collection  of  any  tax  or  customs  duty. 

(b)  No  tax  shall  be  levied  on  or  in  respect  of  any  salaries 
or  emoluments  paid  by  the  Bank  to  Board  members,  alternates, 
officials  or  staff  of  the  Bank  who  are  not  local  nationals. 

(c)  No  tax  of  any  kind  shall  be  levied  on  any  obligation  or 
security  issued  by  the  Bank,  including  any  dividend  or  interest 
thereon,  by  whomsoever  held: 

(1)  which  discriminates  against  such  obligation  or 
security  solely  because  it  is  issued  by  the  Bank;  or 

(2)  if  the  sole  jurisdictional  basis  for  such  taxation 
is  the  place  or  currency  in  which  it  is  issued,  made  payable 
or  paid,  or  the  location  of  any  office  or  place  of  business 
maintained  by  the  Bank. 
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(d)   No  tax  of  any  kind  shall  be  levied  on  any  obligation  or 
security  guaranteed  by  the  Bank,  including  any  dividend  or 
interest  thereon,  by  whomsoever  held: 

(1)  which  discriminates  against  such  obligation  or 
security  solely  because  it  is  guaranteed  by  the  Bank;  or 

(2)  if  the  sole  jurisdictional  basis  for  such  taxation 
is  the  location  of  any  office  or  place  of  business 
maintained  by  the  Bank. 

Section  10.     Implementation 

Each  Party,  in  accordance  with  its  juridical  system,  shall 
take  such  action  as  is  necessary  to  make  effective  in  its  own 
territories  the  principles  set  forth  in  this  Article,  and  shall 
inform  the  Bank  of  the  action  which  it  has  taken  on  the  matter. 

Article  IX 
INTERPRETATION  AND  ARBITRATION 

Section  1.      Interpretation 

The  Parties  shall  at  all  times  endeavor  to  agree  on  the 
interpretation  and  application  of  this  Chapter,  and  shall  make 
every  effort  to  resolve  any  matter  that  might  affect  the 
implementation  of  this  Chapter. 

Section  2.      Arbitration 

In  the  event  the  Parties  are  not  able  to  reach  agreement  on 
any  question  of  interpretation  of  this  Chapter  within  a 
reasonable  time,  either  Party  may  request  in  writing  the 
initiation  of  an  arbitral  proceeding.   An  arbitration  panel  shall 
be  established  in  accordance  with  the  following  procedures: 

(1)  the  panel  shall  be  composed  of  three  members; 

(2)  panelists  shall  be  selected  from  the  financial 
services  roster  established  pursuant  to  Article  1414  of  the 
North  American  Free  Trade  Agreement; 

(3)  the  Parties  shall  endeavor  to  agree  on  the 
chairperson  of  the  panel  within  15  days  of  the  delivery  of 
the  request  for  the  initiation  of  the  arbitral  proceeding. 
If  the  Parties  are  unable  to  agree  on  the  chairperson  within 
this  period,  the  Party  chosen  by  lot  shall  select  from  the 
financial  services  roster  within  five  days  as  chairperson  an 
individual  who  is  not  a  national  of  that  Party;  and 
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(4)   within  15  days  of  selection  of  the  chairperson, 
each  disputing  Party  shall  select  a  panelist  from  among  the 
roster  members  who  are  nationals  of  the  other  Party. 

Article  XI 
GENERAL  PROVISIONS 

Section  1.      Principal  office 

The  principal  office  of  the  Bank  shall  be  located  in  a  place 
to  be  mutually  agreed  by  the  Parties  so  as  to  facilitate  the 
operations  of  the  Bank. 

Section  2.     Relations  with  other  organizations 

The  Bank  may  enter  into  arrangements  with  other 
organizations  with  respect  to  the  exchange  of  information  or  for 
other  purposes  consistent  with  this  Chapter. 

Section  3.     Channel  of  communication 

Each  Party  shall  designate  an  official  entity  for  purposes  of 
communication  with  the  Bank  on  matters  connected  with  this 
Chapter. 

Section  4.     Depositories 

Each  Party  shall  designate  its  central  bank  to  serve  as  a 
depository  in  which  the  Bank  may  keep  its  holdings  of  such 
Party's  currency  and  other  assets  of  the  Bank.  However,  with  the 
agreement  of  the  Bank,  a  Party  may  designate  another  institution 
for  such  purpose. 

Section  5.      Commencement  of  operations 

The  Parties  shall  call  the  first  meeting  of  the  Board  of  the 
Bank  as  soon  as  this  Agreement  enters  into  force  under  Article  I 
of  Chapter  III  of  this  Agreement. 

CHAPTER  III 

ENTRY  INTO  FORCE,  AMENDMENT,  DEFINTIONS 

AND  OTHER  ARRANGEMENTS 

Article  I 
ENTRY  INTO  FORCE 

This  Agreement  shall  enter  into  force  on  January  1,  1994, 
immediately  after  entry  into  force  of  the  North  American  Free 
Trade  Agreement,  on  an  exchange  of  written  notifications 
certifying  the  completion  of  necessary  legal  procedures. 
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Article  II 
AMENDMENT 

The  Parties  may  agree  on  any  modification  of  or  addition  to 
this  Agreement.   In  particular,  the  Parties  shall  from  time  to 
time  consider  whether  to  make  such  modifications  of  or  additions 
to  this  Agreement  as  would  be  necessary  to: 

expand  the  functions  of  the  Commission  to  include  other 
kinds  of  environmental  or  other  infrastructure 
projects; 

expand  the  geographic  scope  of  the  Commission; 

give  the  Commission  the  capacity  to  raise  capital  so 
that  it  might  issue  loans  or  guarantees  for 
environmental  or  other  infrastructure  projects;  or 

change  the  environmental  preferences  expressed  in 
Article  II,  Section  2(b)  of  Chapter  I  of  this 
Agreement. 

When  so  agreed,  and  approved  in  accordance  with  the 
applicable  legal  procedures  of  each  Party,  a  modification  or 
addition  shall  constitute  an  integral  part  of  this  Agreement. 

Article  III 
RELATION  TO  OTHER  AGREEMENTS  OR  ARRANGEMENTS 

(a)  Nothing  in  this  Agreement  shall  prejudice  other 
agreements  or  arrangements  between  the  Parties,  including  those 
relating  to  conservation  or  the  environment. 

(b)  Nothing  in  this  Agreement  shall  be  construed  to  limit 
the  right  of  any  public  entity  or  private  person  of  a  Party  to 
seek  investment  capital  or  other  sources  of  finance,  or  to 
propose,  construct  or  operate  an  environmental  infrastructure 
project  in  the  border  region  without  the  assistance  or 
certification  of  the  Commission. 

Article  IV 
AUTHENTIC  TEXTS 

The  English  and  Spanish  texts  of  this  Agreement  are  equally 
authentic. 
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Article  V 
I  DEFINITIONS 

For  purposes  of  this  Agreement,  it  shall  be  understood  that: 

"Bank"  means  the  North  American  Development  Bank 
established  pursuant  to  Part  II  of  this  Agreement; 

"Board  of  Directors"  means  the  Board  established 
pursuant  to  Article  III,  Section  3,  of  Chapter  I  of 
this  Agreement; 

"Board  of  the  Bank"  means  the  Board  established 
pursuant  to  Article  VI,  Section  2,  of  Chapter  II  of 
this  Agreement; 

"Border  region"  means  the  area  within  100  kilometers  of 
the  international  frontier  between  the  United  States 
and  Mexico; 

"Commission"  means  the  Border  Environment  Cooperation 
Commission  established  pursuant  to  Part  I  of  this 
Agreement; 

"Environmental  infrastructure  project"  means  a  project 
that  will  prevent,  control  or  reduce  environmental 
pollutants  or  contaminants,  improve  the  drinking  water 
supply,  or  protect  flora  and  fauna  so  as  to  improve 
human  health,  promote  sustainable  development,  or 
contribute  to  a  higher  quality  of  life; 

"Mexico"  means  the  United  Mexican  States; 

"Mexican  border  states"  means  Baja  California, 
Chihuahua,  Coahuila,  Nuevo  Leon,  Sonora  and  Tamaulipas; 

"National"  means  a  natural  person  who  is  a  citizen  or 
permanent  resident  of  a  Party,  including: 

1)  with  respect  to  Mexico,  a  national  or  a 
citizen  according  to  Articles  30  and  34, 
respectively,  of  the  Mexican  Constitution;  and 

2)  with  respect  to  the  United  States,  "national 
of  the  United  States"  as  defined  in  the  existing 
provisions  of  the  Immigration  and  Nationality  Act. 

"Non-governmental  organization"  means  any  scientific, 
professional,  business,  non-profit  or  public  interest 
organization  or  association  which  is  neither  affiliated 
with,  nor  under  the  direction  of,  a  government; 
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"North  American  Development  Bank"  means  the  bank 
established  by  the  Parties  pursuant  to  Chapter  II  of 
this  Agreement; 

"United  States"  means  the  United  States  of  America;  and 

"U.S.  border  states"  means  Arizona,  California,  New 
Mexico  and  Texas. 
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DONE  at /  this  

day  of  ,  1993,  in  duplicate,  in  the  English  and  Spanish 

languages,  each  text  being  equally  authentic. 

IN  WITNESS  WHEREOF  the  undersigned,  being  duly  authorized  by 
their  respective  Governments,  have  signed  this  Agreement. 


FOR  THE  GOVERNMENT  OF  THE        FOR  THE  GOVERNMENT  OF  THE 
UNITED  STATES  OF  AMERICA:         UNITED  MEXICAN  STATES: 
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ANNEX  A 

INITIAL  SUBSCRIPTIONS  TO  THE  AUTHORIZED  CAPITAL  STOCK 

OF  THE  BANK 
(In  shares  of  U.S.  $10,000  each) 

Paid-in  Callable     Total 

Capital  Shares    Shares       Subscription 

United  States  22,500        127,500        150,000 

Mexico  22.500         127.500         150,000 

Total  45,000         255,000         300, COO 
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Testimony  of  Daniel  A.  Seligman 

Washington  Representative 

Sierra  Club 

Trade  and  Environment  Program 

before  the  International  Development,  Finance,  Trade  and  Monetary  Subcommittee  of  the 

House  Banking,  Finance,  and  Urban  Affairs  Committee 

October  27, 1993 

The  Agreement  between  the  United  States  and  Mexico  establishing  a  Border  Environment 
Cooperation  Commission  (BECC)  and  a  North  American  Development  Bank  (NADBank)  will  do  little  to 
address  the  environmental  problems  that  the  North  American  Free  Trade  Agreement  could  cause  nor  will  it 
provide  sufficient  fmancial  or  institutional  means  to  address  the  existing  environmental  problems  along  the 
U.S.-Mexico  border.* 

The  Agreement: 

1)  fails  to  provide  adequate  funding; 

2)  has  an  inadequate  scope  of  responsibility; 

3)  does  not  provide  citizens  affected  by  expanded  trade  sufficient  opportunity  to  influence  decisions 
of  the  BECC  or  the  NADBank. 

What  the  Sierra  Club  Wanted 

A  responsible  trade  policy  requires  that  the  environmental  costs  of  economic  growth  generated  by 
trade  be  fully  addressed  when  the  trade  agreement  is  implemented.   If  such  "transitional"  costs  are  not 
avoided  or  compensated  for,  then  a  substantial  part  of  the  economic  gains  from  trade  could  be  partly^  or 
wholly^  dissipated.  These  are  real  costs  born  by  real  people.  They  include  increased  rates  of  disease  and 
death,  especially  among  children,  as  urban  water  and  sanitation  systems  are  overburdened  by  job-seekers 
drawn  from  the  countryside  to  expanding  industrial  centers.  These  costs  could  also  include  increased  natural 
resource  destruction.   For  instance,  with  increased  competition  from  cheap  com  imports  from  the  United 
States  and  expansion  of  export-oriented  agro-industries,  small-scale  farmers  in  Mexico  could  be  displaced 
from  traditional  lands  and  forced  to  migrate  to  mountainous  uplands  where  they  bum  forests  in  order  to  take 
up  subsistence  fanning. 

In  addition,  remediation  of  the  severe  environmental  problems  caused  by  trade-related  economic 
growth  along  the  U.S.-Mexico  border  is  also  necessary.   For  example,  some  90  percent  of  wastes  generated 
by  U.S.-owned  "maquiladora"  assembly  plants  were  never  returned  to  the  United  States  for  treatment  as 
required  by  Mexican  law.   Much  of  that  waste  was  dumped  illegally  in  waterways  and  on  the  land, 
contaminating  bi-national  watersheds. 

Environmental  destruction  in  Mexico  can  have  serious  consequences  for  the  United  States.   Cross- 
border  pollution  has  taken  a  significant  toll  in  increased  disease  on  the  U.S.  side  of  the  border.  Also,  further 
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destruction  of  Mexico's  natural  resource  base  will  make  it  more  difficult  to  support  a  growing  population, 
contributing  to  migration,  urban  crowding,  and  wage  competition. 

We  can't  expect  economic  growth  alone  to  improve  environmental  quality.  Environmental  protection 
requires  a  political  decision.  The  people  of  Mexico  may  not  be  able  to  get  the  level  of  environmental 
protection  they  want  because  1)  they  must  keep  business'  costs  low  to  attract  foreign  investment  and  2) 
Mexico  lacks  the  democratic  institutions  through  which  citizens  can  press  their  govermnent  for  infrastructive 
spending,  better  laws  and  regulations,  and  improved  enforcement. 

Environmental  costs  can  be  expected  to  be  especially  severe  in  the  case  of  economic  integration 
between  developed  and  developing  countries  like  the  United  States  and  Mexico  since  dislocations  in  Mexico 
could  be  relatively  great  (in  comparison  with  Canada  under  the  U.S.-Canada  FTA)  and  since  Mexico  lacks 
much  of  the  institutional  and  physical  infrastructure  to  cope  with  such  dislocations.  Table  1  outlines  the 
Sierra  Club's  minimum  estimates  of  NAFTA-related  environmental  funding  needs. 


Table  1.  NAFTA  Environmental  Funding  Needs^ 

1)  Border  clean-up  and  future  needs  $20  billion  over  ten  years 

2)  Increased  cost  of  environmental  $  1  billion  over  ten  years 
regulation  in  Mexico 

3)  Dislocation  of  2-3  million  rural  $  1.5  billion^ 
workers 

TOTAL  $22.5  billion  over  ten  years 

To  fund  these  needs,  we  proposed  creating  a  leveraging  mechanism,  an  Environmental  Fund, 
capitalized  through  a  fee  of  less  than  1  percent  on  transactions  of  goods,  services  and  investment  at  the 
border. 

A  transactions  fee  is  a  "second-best"  solution.   Economically,  direct  budgetary  appropriations  or 
polluter  taxes  would  have  been  preferable.   However,  both  these  options  are  poUticaUy  unworkable. 

The  transaction  fee  is  necessary  because  it: 

1)  satisfies  the  need  under  congressional  budget  rules  to  provide  a  "new"  source  of  money, 

2)  would  raise  money  to  meet  the  costs  of  expanded  trade  from  those  who  are  most  able  to 
pay  -  the  beneficiaries  of  expanded  trade; 

3)  would  provide  the  funds  to  address  environmental  costs  that  are  likely  to  far  exceed  the 
costs  to  businesses  of  the  transaction  fee. 

In  addition,  to  strengthen  institutional  capacity  to  address  environmental  concerns  in  Mexico  and 
along  the  U.S.-Mexico  border,  we  proposed: 
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1)  funding  the  Environmental  Information  Network  (REMECA)  proposed  by  Prof.  Roberto 
Sanchez  of  the  Colegio  de  la  Frontera  Norte  in  Tijuana.  Coupled  with  enactment  of  community  right-to- 
know  laws,  the  REMECA  could  have  provided  citizens  the  information  they  need  to  address  environmental 
problems  in  their  own  communities. 

2)  authorize  border  sister-dty  communities  to  create  bi-national  environmental  management 
districts  to  coordinate  solutions  to  cross-border  environmental  problems,  to  engage  citizens  directly  in 
environmental  decision-making,  and  to  authorize  new  sources  of  tax  revenue. 


The  Agreement 

The  proposed  U.S.-Mexico  Agreement  on  NAFTA-related  environmental  funding  is  inadequate  to 
its  task. 

Funding.  The  proposed  agreement  lacks  the  necessary  funding.  At  most,  it  would  provide  about 
$7.4  billion  in  funding,*^  about  a  third  of  what  the  Sierra  Club  estimates  is  needed.'  The  NADBank  itself 
provides  $2  billion  for  border  infrastructure  and  transition  assistance  for  communities.   Other  sources, 
including  the  World  Bank,  may  provide  an  additional  $5.4  billion.   However,  of  the  World  Bank's  $2  billion 
package,  only  $700  million  is  for  the  border.  The  rest  will  go  to  Mexico's  interior.  As  a  result,  total  border 
funding  is  only  $6.1  billion.   (See  table  2.) 


Table  2.  U^.-Mcxico  Environmental  Funding  Package 


Amount 

$2  billion 


$2  billion 
($700  million 
for  border)^ 


$1.4  billion 
(half  from  the 
United  States) 

$2  billion 


Form 


State  revolving 
funds;  municipal 
revenue  bonds 

Loans/Mexican 

government 

grants 


Grants 


Source 

U.S.  state  and  local 
governments 


World  Bank/Mexico, 
Inter-American 
Development  Bank/ 
Mexico  Packages 

U.S.  federal 
appropriations 


Purpose 
•Projects  on  U.S.  side  of  the  border 


Mexico  border  project:  institutional 
strengthening,  industrial  pollution  and  hazardous 
waste  management,  environmental  services 
improvement 


Bonding  authority  U.S. /Mexico  federal 
loan  guarantees      appropriations  of 

$450  million  in  seed 
capital/$2.55  billion 
of  callable  capital 


Border  projects 


Border  water  pollution,  wastewater  treatment, 
and  municipal  solid  waste  infrastructure; 
$200  million  for  community  adjustment  in  U.S. 
and  Mexico 


$6.1  billion  Border  Funding 

$7.4  billion  TOTAL  FUNDING 
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$5.4  billion  of  this  package  is  not  conditioned  on  the  NAJTA,  aud  thus  would  be  available  for  clean- 
up regardless  of  NAFTA's  fate.  Only  the  $2  billion  in  NADBank  money  is  specifically  conditioned  on 
passage  of  NAFTA. 

That  said,  the  NADBank  money  may  not  materialize  even  if  NAFTA  goes  in'o  effect.  The 
NADBank  is  intended  to  leverage  $450  million  in  seed  capital  into  $2  billion  in  private  lending  for 
infrastructure  projects  by  offering  guarantees  to  private  investors.   However,  no  new  revenue  source  was 
identified  for  the  required  seed  capital.  As  a  result,  funding  after  the  first  year  will  be  subject  to  the 
congressional  budget  process.  Moreover,  by  the  Administration's  own  estimates,  border  residents  can 
support  only  fifty  percent  of  project  costs  through  user  fees.     Grant  financing  must  supplement  user  fees  in 
order  to  make  such  bonds  attractive  to  private  investors.  As  a  result,  the  Administration's  main  obstacle  to 
achieving  even  the  limited  objectives  set  forth  in  its  border  clean-up  plan  is  failure  to  identify  a  new  source  of 
tax  revenue. 

The  Sierra  Club  is  not  alone  in  raising  concerns  about  efforts  to  solve  the  border's  problems  on  the 
cheap  through  reliance  on  the  private  sector.  As  a  recent  study  commissioned  by  the  Council  of  the 
Americas  concluded,  poverty  and  institutional  bottlenecks  in  Mexico  "will  not  allow... investment  needs  [in  the 
border  region]  to  be  met  fully  through  private  markets."'"  Only  if  the  Administration  adopts  a  "pay-as-you- 
go"  approach  and  identifies  a  new  source  of  tax  revenue  can  the  proposed  U.S.-Mexico  border  agreement 
raise  the  money  to  fulfill  even  its  limited  objectives. 

Scops  of  the  Agreement  The  NADBank  will  fund  infrastructure  in  three  areas,  including  water 
pollution,  wa.itewater  treatment,  and  municipal  solid  waste  ~  all  vitally  important  needs.   However,  it 
neglects  air  pollution,  toxic  waste  clean-up,  municipal  solid  waste  clean-up,  strengthening  Mexico's  regulatory 
capacity  and  other  needs. 

Moreover,  the  NADBank  would  provide  up  to  $200  million  to  assist  communities  in  both  the  United 
States  and  Mexico  disrupted  by  expanded  trade.  By  our  estimates,  the  financial  need  for  adjustment  in  rural 
Mexican  communities  alone  would  be  a  minimum  of  $1.5  billion.   (See  note  5.) 

Public  Participation.  Inadequate  mechanisms  for  public  participation  by  border  K'r,idents  have 
severely  undermined  the  effectiveness  of  existing  border  institutions  such  as  the  International  Boundary 
Water  Commission  and  the  International  Border  Environmental  Plan.'*   The  new  Border  Commission  and 
the  NADBank  provide  no  improvement  over  existing  institutions  with  respect  to  public  participation. 

BECC.  The  Board  of  Directors  for  the  BECC  will  include  representatives  of  states,  localities,  and 
the  public  from  both  sides  of  the  border.   However,  those  representatives  will  be  appointed  by  the  two 
federal  governments.  Given  the  penchant  of  Mexico's  federal  authorities  for  centralized  decision-making,  it 
is  far  from  certain  that  the  Me)dcan  directors  will  truly  reflect  local  concerns.  Indeed,  the  failure  to  establish 
genuine  local  control  of  bi-national  planning  along  the  U.S.-Mexico  border  has  seriously  undermined  the 
effectiveness  of  all  previous  attempts  to  manage  the  border's  environmental  problems. 

Although  the  BECC  wiU  have  a  Public  Advisory  Council,  sharp  limits  placed  on  the  public  disclosure 
of  information  will  limit  its  effectiveness. 

Finally,  rather  than  allow  U.S.  and  Mexican  border  residents  to  work  together  to  decide  how  much 
environmental  protection  they  need,  the  proposed  Agreement  actually  dictates  that  projects  with  cross-border 
impacts  would  apply  local  environmental  standards  where  the  project  is  constructed,  not  the  highest 
environmental  standards.  As  a  result,  border  residents  would  have  to  settle  for  Mexico's  lower  standard  of 
primary  treatment  for  municipal  wastewater  for  projects  built  in  Mexico  even  if  the  watershed  flowed  north 
into  the  United  States  where  higher,  secondary  treatment  standards  apply  and  even  if  residents  on  both  sides 
of  the  border  wanted  to  apply  the  higher  standard. 
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A  workable  alteraative  to  the  BECC's  top-dovm  structure  would  have  been  to  require  that  the  Board 
of  Directors  include  state  and  local  representatives  elected  directly  by  local  communities.   Mexico's  border 
states  and  cities  have  been  uniquely  successful  in  establishing  such  democratic  practices.   However,  no 
institutional  changes  were  made  at  the  level  of  sister-city  commimities  to  strengthen  their  involvement  in 
project  selection,  design  and  implementation.   Cities  may  continue  to  cooperate  informally  -  as  they  do  now. 
However,  such  informal  cooperative  arrangements  have  proven  inadequ_te  in  the  past. 

NADBank.  The  NADBank  is  structured  along  lines  of  the  traditional  multi-lateral  development 
bank  and  will  be  housed  in  the  Inter-American  Development  Bank.   Such  institutions  are  notorious  for 
failure  to  involve  people  in  decisions  about  projects  that  will  affect  their  lives.  A  better  alternative  would 
have  been  to  structure  the  NADBank's  community-transition  program  around  the  model  offered  by  the 
highly  successful  U.S.  Inter-American  Foundation. 

For  example,  unlike  the  BECC,  the  NADBank  does  not  have  a  public  advisory  committee.   Public 
disclosure  requirements  for  the  NADBank  are  extremely  limited. 

Moreover,  no  mechanism  was  established  to  ensure  that  project  ideas  and  spending  priorities  flow 
upward  to  the  NADBank  from  the  marginally  more  accountable  BECC.   For  example,  no  mechanism  is 
provided  to  trigger  a  halt  to  NADBank  loan  disbursements  for  failure  to  meet  project  agreement  terms  or  to 
address  concerns  of  people  affected  by  projects.  As  a  result,  the  NADBank,  not  the  BECC,  is  Ukely  to  have 
ultimate  control  over  spending  priorities. 


Conclusion 

The  Agreement  on  NAFTA-related  environmental  funding  is  unlikely  to  meet  the  considerable 
environmental  costs  that  expanded  trade  under  NAFTA  would  cause.  This  funding  package  provides  no 
basis  for  support  of  the  NAFTA  package. 
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N.\FTA  Funding:  Executive  Summary 

This  paper  outlines  Sierra  Club's  estimates  of  public  costs  for  environmental  needs 
associated  with  N.\FTA  and  the  U.S. -Mexico  border.    In  addition,  it  sets  forth  options  that 
would  satisfy  our  concern  for  a  secure,  dedicated  source  of  funding  for  NAFTA-related 
environmental  protection.    It  recommends  institutional  changes  that  would  enhance 
environmental  decision-making  at  the  local  level.   And  it  makes  recommendations  on 
allocating  funding  between  loans  and  bonds  on  the  one  hand  and  grants  on  the  other. 

The  guiding  principle  of  our  recommendations  is  that  the  beneficiaries  of  NAFTA 
must  pay  for  its  environmental  costs. 

I.  Enviroumental  Needs 

Sierra  Club  estimated  total  costs  for  NAFTA-related  environmental  needs  to  be  $2 1 
billion  through  2003.    Within  that  $21  billion  figure,  environmental  needs,  narrowly  defined 
to  include  investments  primarily  aimed  at  protecting  the  air,  water,  land,  habitat  and  wildlife 
would  cost  $14  billion,  including  U.S.  needs  of  $3  billion  and  Mexican  needs  of  $10  billion. 
(Figures  do  not  add  due  to  rounding.)   Multiple  purpose  investments  with  significant 
environmental  benefits  would  cost  $7  billion,  including  U.S.  needs  of  $4  billion  and  Mexican 
needs  of  $3  billion. 

II.  Funding  Mechanism 

Sierra  Club  recommends  a  funding  mechanism  consisting  of  an  Environment  Fimd  to 
guarantee  bonds  and  loans  and  to  provide  grants  for  environmental  investments.   To  ensure 
that  the  beneficiaries  of  NAFTA  pay  for  the  costs  generated  by  expanded  economic  activity, 
the  Fond  should  be  capitalized  through  a  broad-based  transaction  fee  on  goods,  services,  and 
investment  crossing  both  the  U.S. -Mexico  and  U.S.-Canada  borders.    Leveraging  would  allow 
the  fee  needed  to  generate  the  capital  to  cover  environmental  needs  on  the  U.S. -Mexico 
border  to  be  less  than  1  percent  on  all  border  transactions  between  the  U.S.  and  Mexico  over 
the  next  ten  years. 

Revenues  generated  from  a  border  fee  and  leveraged  through  an  Environment  Fimd 
should  be  used  to  create  incentives  to  internalize  environmental  costs  more  fully  in  Mexico. 
Although  the  Environment  Fund  could  be  capitalized  by  equal  contributions  from  all  NAFTA 
parties,  benefits  should  be  distributed  according  to  need.   According  to  our  estimates, 
spending  should  be  distributed  on  a  ratio  of  2:1  between  Mexico  and  the  United  States. 

III.  Institutional  Changes 

Rules  of  operation  for  the  Environment  Fund  should  include  transparency,  participation 
by  local  commimities  in  decisions  affecting  their  welfare,  and  implementation  of  the  polluter 
and  user  pays  principles. 
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In  order  to  provide  adequate  oversight  for  the  provisions  of  any  environmental  side 
agreement  to  NAFTA,  the  parties  should  establish  a  North  American  Commission  for  the 
Environment  funded  by  equal  shares  from  each  of  the  three  parties. 

To  meets  its  obligations  under  a  NAFTA  environmental  supplemental  agreement, 
Mexico  should  receive  additional  assistance  for  implementing  its  environmental  law. 

Grants  to  strengthen  environmental  management  in  Mexico  should  provide  incentives 
to  strengthen  the  quality  of  environmental  information,  increase  public  access  to  that 
information,  and  increase  public  participation  in  decision-making  on  environmental  matters. 
One  option  would  be  to  fund  an  Environmental  Protection  Network  to  coordinate 
environmental  information  gathering,  policy  implementation,  and  priority  setting  throughout 
Mexico.    As  part  of  this  network,  sister-city  commimities  on  the  U.S. -Mexico  border  could  be 
authorized  to  set  up  bi-national  Environmental  Management  Districts  to  increase  local  control 
over  environmental  information,  decision-making,  and  investments. 

rV.       Tangible  Investments  and  Services 

Environment  Fund  bonds  or  loans  for  tangible  investments  (including  both 
infrastructure  and  operations  and  maintenance)  in  the  U.S. -Mexico  border  region  should  be 
financed  to  the  extent  possible  by  user  fees,  fines  on  polluters,  or  local  property  taxes. 
However,  due  to  Mexicans'  limited  ability  to  pay  for  environmental  improvem.ents  and  the 
need  to  make  progress  towards  reducing  transboundary  pollution,  as  much  as  $4  billion  of 
environmental  needs  in  Mexico  will  have  to  be  fimded  through  direct  grants  over  the  next 
decade. 

V.         Conclusion 

Funding  the  environmental  needs  associated  with  NAFTA  is  entirely  consistent  with 
the  goals  of  the  agreement.   A  cleaner  environment  and  healthier  workforce  will  facilitate 
expanded  international  trade  and  investment.   And  internalization  of  environmental  costs 
through  implementation  of  the  user  and  polluter  pays  principles  will  help  ensure  that  trade 
patterns  reflect  true  comparative  advantage  and  not  the  flight  from  legitimate  environmental 
protections. 
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NAFTA  Funding 


The  North  American  Free  Trade  Agreement  (NAFTA)  represents  an  unprecedented 
experiment  in  international  trade  and  investment  policy.   Never  before  have  three  nations  with 
such  disparate  levels  of  development  sought  so  close  an  economic  partnership. 

NAFTA  could  bring  new  prosperity  to  the  continent,  but  it  will  also  pose  special  risks. 
Unless  NAFTA  deliberately  achieves  high  levels  of  environmental  protection  in  all  three 
countries,  the  combination  of  economic  growth,  especially  along  the  U.S.-Mexico  border,  and 
the  threat  of  business  relocations  to  avoid  tougher  environmental  standards  in  the  United 
States  and  Canada  could  lead  to  an  erosion  of  environmental  protections  across  the  continent. 
The  potential  economic  gains  that  originally  attracted  the  three  countries  to  a  free  trade 
agreement  could  be  dissipated  if  environmental  conditions  are  permitted  to  worsen. 

NAFTA-related  environmental  protection  will  cost  money.   The  question  is,  where  will 
that  money  come  from? 

The  traditional  argument  holds  that  if  trade  stimulates  an  increase  in  wealth,  "the  body 
politic  may  demand  a  cleaner  environment."   (Grossman  and  Krueger)   A  trip  to  the  U.S.- 
Mexico border  shows  that  the  body  politic  does  not  always  come  through.   After  more  than 
twenty  years  of  heavy  industrialization,  the  "maquiladora"  conmiunity  is  now  the  second 
largest  source  of  foreign  exchange  in  Mexico.   Yet  the  people  of  "la  frontera"  are  dying  from 
disease  caused  by  illegal  dumping  of  industrial  waste  and  a  terrible  lack  of  basic  community 
infrastructure. 

It  is  our  view  that  only  a  fanding  mechanism  directly  linked  to  the  expansion  of 
international  trade  and  investment  will  ensure  that  sufficient  revenue  is  generated  to  address 
NAFTA" s  inevitable  environmental  impacts.   Therefore,  the  guiding  principle  of  our 
recommendations  is  that  the  beneficiaries  of  NAFTA  must  pay  for  its  environmental 
costs. 

This  paper  outlines  our  estimates  of  public  costs  for  environmental  needs  associated 
with  NAFTA  and  the  U.S.-Mexico  border.   In  addition,  it  sets  forth  options  that  would  satisfy 
our  concern  for  a  secure,  dedicated  source  of  funding  for  NAFTA-related  environmental 
protection.   It  recommends  changes  in  institutional  practices  and  structures  that  would  enhance 
environmental  decision-making  at  the  local  level    And  it  makes  recommendations  on 
allocating  funding  between  loans  and  bonds  on  the  one  hand  and  grants  on  the  other. 

I.  Environmental  Costs 

Since  NAFTA  would  institutionalize  a  process  of  continent-wide  economic  integration, 
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the  costs  we  have  identified  address  those  associated  with  that  broader  process  of  integration. 
We  did  not  attempt  to  isolate  and  address  the  specific,  incremental  environmental  costs  that 
NAFTA  itself  would  generate. 

The  costs  we  identified  lie  mostly  on  the  U.S. -Mexico  border.    We  focused  on  that 
border  because  (1)  U.S. -Mexico  border  development  is  largely  a  function  of  the  economic 
integration  of  the  two  economies,  so  border  environmental  needs  are  roughly  proportionate  to 
trade-related  environmental  needs.  (2)  the  U.S.  has  a  special  interest  in  improved 
environmental  quality  in  the  border  region  in  order  to  mitigate  transboundary  pollution,  and 
(3)  the  marginal  benefits  of  environmental  investments,  in  terms  of  improved  environmental 
quality  and  reduced  transboundary  effects,  will  tend  to  be  far  higher  for  investments  made  on 
the  Mexican  side  of  the  border  than  on  the  U.S.  side. 

Other  needs  that  we  identified  relate  to  tlie  interior  of  Mexico,  notably  the  proposed 
funding  for  SEDESOL  to  improve  environmental  management.   This  investment  would  be 
necessaiy  to  help  Mexico  meet  its  obligations  'jnder  a  NAFTA  environmental  supplemental 
agreement  that  provided  for  trade-related  environmental  enforcement.   It  would  also  be 
necessary  to  ensure  a  level  regulatory  playing  field  for  transnational  business. 

Appendix  A  provides  a  detailed  explanation  of  our  estimates  of  NAFTA-related 
environmental  costs.   These  estimates  are  subject  to  change  as  more  information  comes  to 
light. 

A.         Environmental  needs.   Our  funding  estimates  are  divided  between 
environmental  needs  narrowly  defined  and  multipurpose  needs  with  significant  environmental 
benefits.  (See  table  1.) 

The  environmental  needs  we  covered  include  water  supply,  sanitation  and  wastewater 
treatment,  municipal  solid  waste  (both  clean-up  and  future  aeeds),  hazardous  wastes  (both 
clean-up  and  fijtxire  needs),  air  quality  (mcluding  public  infrastructure  and  certain  private 
sector  investments),  habitat  conservation,  funding  of  a  North  American  Commission  for  the 
Environment  (NACE),  and  strengthened  environmental  management  in  Mexico.   Total 
estimated  cost  to  fund  the  environmental  needs  in  this  category  is  $13,516  billion,  including 
U.S.  needs  of  $3,274  billion  and  Mexican  needs  of  $10,242  billion  through  the  year  2003. 

The  multipurpose  needs  we  covered  include  border  roads,  border  crossings,  public 
transportation,  worker  and  community  health,  and  pollution  prevention/technology  transfer. 
Total  estimated  cost  to  fund  these  needs  is  $7,143  billion,  including  U.S.  needs  of  $4,479 
billion  and  Mexican  needs  of  $2,664  billion  through  2003. 

The  multipurpose  investments  we  recommend  would  make  significant  improvements  in 
environmental  quality  and  help  to  mitigate  the  effects  of  environmental  damages  while 
achieving  other  socially  useful  objectives.    For  example,  border  road  improvements,  especially 
for  paving  roads  on  the  Mexican  side  of  the  border,  would  significantly  reduce  particulate  air 
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emissions.   Also,  such  health  care  measures  as  improved  birth  defect  registries,  although 
beneficial  for  other  purposes,  would  help  to  document  the  health  impacts  of  toxic  releases. 
Appendix  A  provides  a  detailed  explanation  of  the  multipurpose  needs  we  identify. 

Thus  we  estimate  total  environmental  funding  required  to  be  $20,659  billion  through 
2003.   Additional  costs  still  to  be  estimated  are  indicated  in  table  1. 

Compared  with  the  resource  transfers  involved  in  European  integration,  the  sums 
proposed  to  facilitate  North  American  integration  are  quite  small.    For  example,  Ireland 
receives  structural  adjustment  funds  from  the  European  Community  equal  to  8  percent  of  its 
GNP.    Were  Mexico  to  receive  a  proportionate  amoimt,  the  United  States  and  Canada  would 
have  to  transfer  some  $20  billion  to  Mexico  on  an  annual  basis.  (Castaneda  and  Heredia) 

B.         Methodology  and  information.   Our  estimates  rely  heavily  on  estimates  made 
by  the  State  of  Texas  for  their  border  infrastructure  needs.    We  used  these  data  because  they 
are  the  most  comprehensive  to  date.   Unfortujiately  neither  the  other  border  states  nor  the 
federal  government  have  made  public  reliable  estimates  for  the  rest  of  the  U.S.  side  of  the 
border  or  for  the  parts  of  northern  Mexico  adjoining  the  other  border  states.    As  a  result,  in 
order  to  make  complete  cost  estimates  for  needs  on  both  sides  of  the  border,  we  extrapolated 
from  the  State  of  Texas  numbers. 

Where  needs  identified  by  the  State  of  Texas  went  beyond  environmental  concerns,  we 
did  not  include  related  costs  in  our  estimate.    Where  environmental  concerns  we  have 
identified  were  not  addressed  by  the  Texas  study,  we  based  our  estimates  on  other  reliable 
sources.   Those  sources  are  identified  in  Appendix  C. 

The  costs  identified  in  this  study  represent  only  those  related  to  environmental  needs. 
We  made  no  estimate  for  meeting  other  public  responsibilities  related  to  the  consequences  of 
expanded  trade,  such  as  retraining  of  displaced  workers. 


11.        Funding  Mechanism 

The  following  package  of  funding  mechanisms  would  satisfy  our  demand  for  a  secure, 
dedicated  source  of  funding  for  environmental  needs.    The  mechanisms  would  ( 1 )  require 
bilateral  or  trilateral  negotiations,  (2)  minimize  the  need  for  government  funding  by  utilizing  a 
leveraging  mechanism,  and  (3)  provide  incentives  to  institutionalize  the  polluter  pays  and  user 
pays  principles. 

A.         Leveraging  Mechanism.    We  recommend  the  use  of  a  leveraging  mechanism, 
such  as  the  proposed  Border  Environment  Fund,  a  free-standing  North  American  Development 
Bank  (NADBank),  or  a  NADBank  run  through  the  Inter-American  Development  Bank  to  fund 
environmental  infrastructure  and  other  needs.   (For  purposes  of  this  paper,  this  mechanism  is 
called  the  "Environment  Fund".   Also,  any  disbursement  of  funds  through  such  a  mechanism 
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must  be  conditioned  on  public  participation  and  on  transparency  as  indicated  below.)   By 
providing  guarantees  for  loans  and  bonds,  leveraging  mechanisms  maximize  the  benefits 
achieved  through  government  spending,  while  placing  much  of  the  funding  burden  on 
infrastrucUire  users  and  polluters.    Assuming  a  conservative  leveraging  ratio  of  1:3,  our 
estimate  of  $2 1  billion  in  environmental  needs  for  the  first  decade  could  be  funded  at  an 
average  of  $700  million  per  year. 

B.         Capitalization.    We  consider  a  broad-based  transaction  fee  on  inward  flows  of 
goods,  services,  and  investment  (crossing  both  the  U.S. -Mexico  and  U.S. -Canada  borders)  to 
be  the  best  way  to  capitalize  an  Environment  Fund  because  (1)  it  would  place  the  burden  of 
funding  directly  on  those  who  can  best  afford  it,  the  beneficiaries  of  expanded  trade  and 
investment,  (2)  it  could  be  "dedicated"  through  a  bilateral  or  trilateral  agreement  permitting 
such  a  fee,  (3)  it  would  provide  a  new  soiirce  of  funds  and  would,  therefore,  not  increase  the 
U.S.  federal  budget  deficit  or  the  U.S.  general  tax  burden,  and  (4)  it  would  be  safe  from  the 
political  vagaries  of  the  Congressional  budget  process. 

As  an  alternative  to  the  transaction  fee  on  imports,  a  duty  based  upon  the  pollution  or 
ecological  effects  of  each  commodity,  through  the  course  of  its  entire  life-cycle,  might  be 
employed.   Although  such  a  s>'stem  would  be  difficult  to  implement,  it  would  more  accurately 
reflect  the  polluter  pays  principle. 

Leveraging  would  allow  the  fee  needed  to  generate  the  capital  to  cover  environmental 
needs  to  be  quite  small.    For  example,  assuming  1:3  leveraging,  an  average  fee  of  less  than  1 
percent  on  all  transactions  between  the  United  States  and  Mexico  would  cover  estimated 
environmental  needs  over  the  next  ten  years  (assuming  an  1 1  percent  annual  increase  in  trade 
and  direct  foreign  investment).   As  cross-border  transactions  increase,  either  the  fee  could 
shrink  or  additional  revenues  could  be  generated  for  additional  needs  that  are  not  presently 
known.    A  sunset  provision  could  terminate  the  fee  once  adequate  revenue  had  been  generated 
to  capitalize  the  Environment  Fimd  on  a  permanent  basis. 

Such  a  cross-border  fee  should  be  trilateral,  covering  transactions  between  all  three 
parties.    Because  of  the  much  larger  volume  of  U.S. -Canada  transactions,  as  opposed  to 
transactions  across  the  U.S. -Mexican  border,  a  far  larger  quantity  of  funds  would  be  available 
and/or  the  fee  could  be  set  at  a  smaller  percentage.   At  a  minimum,  Canada' s  contribution  to 
the  Environment  Fimd  should  be  proportionate  to  its  share  of  imports  from  Mexico. 

Earmarking  a  portion  of  tariffs  on  goods  prior  to  their  phase  out  would  be  a  possible 
alternative  to  a  cross  border  transaction  fee.  but  it  has  several  disadvantages.    (1)  It  is  not  a 
"new"  source  of  funding,  so  other  federal  spending,  already  threatened  by  the  revenue  loss 
entailed  in  NAFTA' s  general  tariff  reduction,  would  have  to  be  cut  further.  (2)  Since  some 
goods  and  all  services  and  investment  already  cross  the  borders  duty-free,  many  of  the 
beneficiaries  of  NAFTA  would  contribute  nothing  to  meeting  its  environmental  costs. 

General  government  revenues  should  not  be  the  principal  means  of  capitalizing  a 
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leveraging  mechar.ism.    Using  general  revenues  would  mean  tliat  the  environmental  costs  of 
NAFTA  would  b ;  shaded  even  by  those  who  not  only  may  not  benefit  from  but  may  be  hurt 
by  the  agreement.    Such  a  funding  plan  would  separate  the  beneficiaries  of  trade  from  trade's 
costs.    Moreover,  i  i  would  require  spending  cuts  elsewhere  to  hold  constant  the  federal  deficit. 
And.  given  the  Congressional  '•ecord  on  funding  border  improvements,  it  would  not  likely 
provide  enough  funds  to  meet  anticipated  needs. 

Likewise,  the  multilateral  development  banks  (MDBs)  should  not  be  the  principal 
source  of  fdnding  for  environmental  investment  on  the  U.S. -Mexico  border.    MDB  financing 
would  separj'te  the  beneficiaries  of  trade  from  its  costs.    Moreover,  it  would  divert  capital  that 
otherwise  might  go  to  countries  poorer  than  Mexico  that  would  not  enjoy  the  economic 
benefits  of  a  special  trade  agreement  with  the  United  States  and  Canada. 

Contrary  to  the  views  of  some,  the  economic  grov/th  induced  by  trade  may  not  be 
enough  to  improve  environmental  quality.    Increased  international  trade  and  investment  can 
set  up  a  dynamic  that  weakens  environmental  protection,  a  danger  tJiat  is  especially  acute  in 
the  case  of  economic  integration  between  developed  and  developing  countries.   On  the  one 
hand,  businesses  in  developed  countries  can  bid  dov/n  environmental  protections  with  claims 
that  they  cannot  compete  with  businesses  in. countries  with  lax  regulatory  structures.    Failure 
to  harmonize  upward  the  regulatory  playing  field  through  international  trade  and  investm.ent 
agreements  could  make  it  more  difficult  for  the  United  States  to  chose  a  higher  level  of 
environmental  protection  at  home. 

On  the  other  hand,  developing  countries  may  be  sufficiently  desperate  for  foreign 
investment  and  they  may  have  sufficiently  weak  channels  of  democratic  expression  tliat  they 
will  chose  to  shift  environmental  costs  away  from  transnational  business  by  failing  to  develop 
and  enforce  adequate  environmental  regulations.    There  are  disturbing  signs  that  such  a 
dynamic  has  weakened  Mexico's  regulatory  climate.   If  economic  growth  could  lead  to 
environmental  clean-up,  then  the  Mexican  side  of  the  U.S. -Mexico  border  would  not 
experience  the  disastrous  conditions  it  does  today.    Indeed,  the  Mexican  government  has  been 
unable  to  make  maquiladoras  pay  their  fair  share  for  local  public  services,  including 
environmental  infrastructure.   The  maquilas  pay  very  little  in  taxes  and  recently  successfully 
resisted  attempts  by  the  Mexican  government  to  impose  a  5  percent  maquila  surtax.  (Zepeda) 

To  help  overcome  NAFTA' s  potential  to  put  downward  pressure  on  environmental 
standards,  revenues  generated  from  a  border  fee  and  leveraged  through  an  Environmental 
Fund  should  be  used  to  create  incentives  to  internalize  environmental  costs  more  fully  in 
Mexico.   As  explained  in  the  following  section,  those  incentives  could  be  created  by  the 
distribution  of  flmds  under  a  NAFTA  environmental  fiinding  mechanism. 

C.         Distribution  of  costs  and  benefits  between  the  parties.    Incentives  for  full  social 
cost  pricing  could  be  created  by  the  distribution  of  money  under  the  Environment  Fund.    One 
option  could  be  that  each  party's  contribution  to  the  Fund  would  be  determined  by  imports 
and  investment  flows  from  the  other  parties.    According  to  the  most  recent  trade  statistics 
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available,  Mexico  would  provide  slightly  more  than  half  of  the  funding. 

However,  benefits  should  be  distributed  according  to  need.    According  to  our  estimates 
those  benefits  would  be  distributed  on  a  ratio  of  2:1  between  Mexico  ai^d  the  United  States. 
This  is  justifiable  for  two  reasons:  (1)  Mexico  could  need  assistance  to  meet  obligations 
written  into  an  environmental  side  agreement.  (2)  The  marginal  benefit  of  environmental 
investments  on  the  Mexican  side  of  the  border  would  probably  far  exceed  the  marginal  benefit 
of  investments  on  the  U.S.  side  in  resolving  transboundary  environmental  problems.   This  is 
so  because  any  investment  in  environmental  protection  on  the  Mexican  side  of  liie  border  is 
likely  to  produce  a  greater  net  reduction  in  pollution  than  a  similar  investment  on  the  U.S. 
side  since  Mexico  is  in  the  early  sta^jes  of  implementing  adequate  pollution  controls  where 
reductions  in  pollution  levels  come  easiest. 

D.         Rationale  for  the  border  fee.   We  are  aware  that  the  concept  of  a  border 
transaction  fee  is  inconsistent  in  some  respects  with  market  principles.  (1)  It  would  fall 
equally  on  firms  that  abide  by  environmental  laws  and  on  those  that  do  not.   (2)  Among 
NAFTA  countries,  it  would  discriminate  against  international  transactions  in  favor  of  domestic 
transactions.    (3)  It  would  discriminate  against  transactions  among  the  NAFTA  countries  in 
favor  of  transactions  with  the  rest  of  the  world. 

Nevertheless,  we  believe  that  the  transaction  fee  is  warranted  on  political, 
environmental  and  even  economic  grounds.   (1)  Politically,  a  border  fee  may  be  the  only  way 
to  ensure  that  adequate  funds  are  raised  to  pay  for  the  environmental  needs  identified  in  this 
paper.   (2)  As  explained  elsewhere  in  this  paper,  all  other  means  proposed  for  raising  funds  to 
address  environmental  concerns  are  also  unfair  in  some  respect.   (3)  Most  importantly,  a 
border  transaction  fee  is  not  intended  in  itself  to  compel  businesses  that  do  not  comply  with 
environmental  law  to  fully  internalize  environmental  costs.   Instead,  a  transaction  fee 
leveraged  through  the  Environment  Fund  is  intended  to  pay  for  strengthening  the  regulatory 
apparatus  and  for  constructing  the  user- fee  based  infrastructure  that  will  create  a  level  playing 
field  in  which  all  businesses  will  abide  by  the  law  and  all  will  contribute  their  fair  share  to 
safegtiarding  environmental  quality. 

If  the  transaction  fee  is  used  in  this  way,  then  under  our  proposal  the  vast  bulk  of 
environmental  ccsts  will  fall  where  they  belong,  on  polluters  and  infrastructure  users.    Law- 
abiding  businesses  that  pay  the  fee  will  benefit  in  the  long  run  since  environmental  quality 
will  improve  and  since  they  will  not  be  forced  to  compete  against  businesses  that  do  not 
contribute  to  protecting  the  environment.    Furthermore,  a  relatively  minor  discrimination 
against  transactions  among  NAFTA  countries  may  be  warranted  in  order  to  avoid  the  dynamic 
created  by  the  potential  for  businesses  to  bid  down  environmental  standards  between  national 
jurisdictions.    Finally,  the  transaction  fee  will  facilitate  trade  and  investment  among  the 
NAFTA  countries  if  it  is  used  to  harmonize  the  regulatory  playing  field  and  to  stimulate 
construction  of  necessary  infrastructure. 
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III.       Institutional  Changes 

Flawed  institutional  structures  in  the  border  region,  notably  a  lack  of  local  control  over 
environmental  decisions,  pose  significant  barriers  to  improving  environmental  management. 
(Melcer  et  al)    We  propose  using  any  financing  mechanism  created  in  association  with 
NAFTA  to  implement  several  institutional  reforms. 

A.  Conditions  for  Environment  Fund  Investments.   To  help  ensure  that 
environmental  costs  are  internalized  and  not  merely  transferred  to  the  poor  and  powerless,  all 
investments  through  the  Environment  Fund  should  be  conditioned  on  (1)  full  public  access  to 
information  on  program/project  prioritization,  design,  and  implementation,  (2)  a  meaningful 
voice  for  local  governments,  citizens,  and  NGOs  in  project/program  prioritization,  design,  and 
implementation,  and  (3)  use  of  user  fees,  polluter  fmes,  or  local  taxes  to  fmance  loans  and 
bonds  guaranteed  by  the  Environment  Fund. 

To  the  extent  that  such  conditionality  conflicts  with  the  normal  operating  .procedures  of 
any  national  or  multilateral  development  institution  involved  in  NAFTA-related  environmental 
financing,  the  conditionality  would  have  to  prevail. 

B.  The  North  American  Commission  on  the  Environment  (NACE).   In  order  to 
provide  adequate  oversight  for  the  provisions  of  any  environmental  side  agreement  to 
NAFTA,  the  parties  should  establish  a  NACE  with  a  staff  of  at  least  100  people.    Expenses 
associated  with  the  NACE  should  be  funded  by  equal  shares  from  each  of  the  three  parties. 
The  U.S.  and  Mexico  could  pay  their  shares  directly  from  the  border  fee.   (If  Canada  did  not 
participate  in  the  cross-border  fee,  it  would  have  to  raise  its  share  from  other  sources.) 

C.  Environmental  Management.   In  order  to  help  Mexico  meet  obligations  written 
into  an  environmental  side  agreement,  Mexico  should  receive  additional  assistance  in 
implementing  its  environmental  law.   Grants  from  the  Environment  Fund  to  SEDESOL  would 
be  the  preferred  alternative.   These  funds  should  be  dedicated  to  protecting  the  air,  water, 
land,  natural  habitat,  wildlife  and  community  and  worker  health. 

D.  Decentralization.   Any  funding  to  strengthen  environmental  management  in 
Mexico  must  provide  incentives  to  strengthen  the  quality  of  environmental  information, 
increase  public  access  to  that  information  and  increase  public  participation  in  decision-making 
on  environmental  matters  in  ways  compatible  with  the  decentralization  of  environmental 
management  now  under  way  in  Mexico.   One  option  would  be  for  the  Enviroimient  Fund  to 
finance  a  Environment  Protection  Network  (REMECA  in  its  Spanish  acronym)  proposed  by 
Prof  Roberto  Sanchez.     In  Prof  Sanchez'  vision,  the  REMECA  would  consist  of  offices 
organized  in  1 1  national  environmental  regions,  as  well  as  offices  at  the  state  and  municipal 
levels.    Its  function  would  be  to  coordinate  environmental  information  gathering,  policy 
implementation,  and  priority-setting  throughout  Mexico.  (Sanchez) 

In  addition,  we  believe  that  to  reflect  public  concerns,  REMECA  officials  should  be 
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repre;;entative  of  local  government,  private  citizens  and  independent  non-governmental 
organizations.    The  NACE  should  have  full  access  to  information  and  recommendations 
generated  by  the  REMECA. 

As  part  of  the  REMECA  system,  sister  city  communities  on  the  U.S. -Mexico  border 
could  be  authorized  to  set  up  bi-national  environmental  management  districts  (EMDs).    EMDs 
could  be  authorized  to  gather  information  on  environmental  conditions  and  trends  and  on  the 
environmental  performance  of  industries  in  their  districts;  to  set  priorities  for  environmental 
investments  within  their  districts;  to  report  to  the  NACE  on  environmental  conditions  and 
trends,  and  to  coordinate  bi-national  initiatives  to  improve  environmental  quality.   EMDs 
could  also  function  as  bi-national,  special  purpose  tax  districts,  raising  funds  through  user  fees 
to  finance  Environmental  Fund  loans  and  bonds  for  local  environmental  infrastructure.    EMD 
officials  should  be  representative  of  local  government,  private  citizens  and  NGOs. 


rV.        Tangible  Investments  and  Services 

Ideally,  any  Environment  Fund  bonds  or  loans  for  tangible  investments  in  the  U.S.- 
Mexico border  region  would  be  financed  by  users  fees,  fines  on  polluters,  or  local  property 
taxes.    Services  such  as  inspections  of  plants  and  animals  at  the  border  could  be  financed 
through  user  fees.    However,  given  the  considerable  institutional  barriers  to  such  financing 
mechanisms,  the  region's  poverty,  and  Mexico's  huge  outstanding  foreign  debt  burden, 
Envirormient  Fund  financing  will  have  to  include  grants  as  well  as  bonds  and  loans  if  there  is 
to  be  significant  and  rapid  progress  towards  addressing  transboundary  environmental  issues. 

A.         Self-Financing  Projects.         The  Environment  Fund  should  facilitate  the 
flmding  of  envirormiental  infrastructure  by  guaranteeing  the  repayment  of  loans  and  bonds 
issued  by  public  and  private  financial  institutions.    Where  appropriate,  the  Environmental 
Fund  would  seek  financing  participation  from  state  and  local  governments.    For  revenue- 
generating  projects,  loans  and  bonds  could  be  repaid  in  whole  or  in  part  through  user  fees, 
through  fines  on  polluters,  or  through  local  taxes. 

Table  2  surrmiarizes  funding  sources  for  trade-related  envirormiental  needs.   In  the  first 
column,  projects  are  divided  between  those  that  can  be  expected  to  generate  revenue  sufficient 
to  fully  finance  their  costs  (y),  those  that  do  not  generate  revenues  (n),  and  those  that  can  be 
expected  to  generate  revenues  for  part  of  their  costs  (p). 

In  the  second  column,  projects  are  classified  according  to  different  funding  options. 
Initial  funding  could  come  fi-om  either  the  Environment  Fund  (EF)  or  from  general 
goverrmient  revenues  (GR),  including  federal,  state,  and  local  sources.   In  cases  where 
projects  generate  at  least  some  revenues,  the  Environment  Fund  or  the  goverrmient  could  be 
reimbursed  at  least  in  part  from  user  fees  (UF)  or  fines  on  polluters  (PP). 

According  to  Table  2,  environmental  projects  in  Mexico  that  could  finance  themselves 
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include  water  supply,  landfills  for  solid  waste  generated  in  the  future,  and  control  of  air 
emissions  from  electric  power  plants.    Multipurpose  needs  that  could  be  self-financing  include 
border  roads,  border  crossings,  some  public  transportation,  animal  and  plant  health 
inspections,  and  immigration  and  customs. 

B.         Grants.  In  addition  to  loans  and  bonds,  the  Environment  Fund  will  have 

to  make  grants  for  investments  that  cannot  be  fully  tlnanced  through  user  fees,  local  taxes  or 
other  means.    Grants  will  be  necessary  for  three  reasons:  ( 1 )  Mexicans  do  not  pay  user  fees 
for  many  public  services  and  so  will  be  reluctant  to  bear  the  full  costs  of  necessary  projects. 
(2)  The  demand  for  many  infrastructure  projects  on  the  border  arises  in  the  United  States, 
while  the  costs,  under  user  fee  systems,  would  be  bom  by  Mexicans.   The  costs  of  such 
projects  would  surely  exceed  Mexicans"  willingness  to  pay.    And  (3)  parties  responsible  for 
past  pollution  in  the  border  region,  including  the  dumping  of  solid  and  hazardous  wastes, 
cannot  be  identified  and  held  liable. 

As  indicated  in  table  2,  envirormiental  needs  in  Mexico  that  would  have  to  be  met  by 
some  amount  of  grant  financing  would  include  wastewater  collection  and  treatment  (including 
operations  and  maintenance),  solid  waste  clean-up,  future  solid  waste  collection,  hazardous 
waste  clean-up  and  future  needs,  private  sector  air  pollution  control,  habitat  conservation,  and 
environmental  management.    Even  if  authorities  managed  to  finance  as  much  as  50  percent  of 
the  costs  for  these  projects  through  user  fees  and  other  mechanisms,  the  Envirormient  Fund 
would  still  have  to  make  grants  of  nearly  $4  billion  to  Mexico  to  meet  projected  needs  over 
the  next  decade. 

Multipurpose  needs  in  Mexico  that  will  require  some  degree  of  grant  financing  include 
urban  developmenfhousing  and  community  and  worker  health. 


V.         Conclusion 

Funding  the  environmental  needs  associated  with  NAFTA  is  entirely  consistent  with 
the  goals  of  the  agreement.   A  cleaner  environment  and  healthier  v/orkforce  will  facilitate 
expanded  international  trade  and  investment.    And  internalization  of  envirormiental  costs' 
through  implementation  of  the  user  and  polluter  pays  principles  will  help  ensure  that  trade 
patterns  reflect  true  comparative  advantage  and  not  the  flight  from  legitimate  environmental 
protections. 
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Table  1.  Public  Spending  Needs  (millions)  -  1994-2003 


Environmental  Needs 

U.S. 

Mexico 

(Total) 

I.           Water  Supply 

Infrastructure 
Regulation 

1,073 
3 

944 

7 

2.017 
10 

II,         Sanitation, 

Wastewater  Treatment 
Infrastructure 
Regulation 

1,680 
14 

4,322' 
10 

6,002 
24 

III.       Municipal  Solid  Waste 
Future  needs 

Collection 
Landfill 

75 
112 

119 
296 

194 
408 

Clean-up 

Collection 
Landfill 

33 
81 

33 
81 

rV.       Hazardous  Waste 
Clean-up 
Future  needs 
Regulation 

g 

963 

984 

1 

963 

984 

9 

V.         Air  Quality 

Regulation 

Public  Infrastructure 

Private  Sector 

66 

42 
500 
847^ 

108 
500 
847 

VI.       Conservation 

75 

75 

Vn.      NACE 

243 

243 

486 

Vni.    Environmental  Management 

775 

775 

Subtotal 

3,274 

10,242 

13,516 

^     This  figure  includes  both  operations  and  maintenance  as 
well  as  capital  costs  for  reasons  explained  in  Appendix  A. 

'     As  explained  in  Appendix  A,  these  costs  should  be  born  by 
the  public. 

10 
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Table  1.  (continued)   Public  Spending  Needs  (millions)  -  1994-2003 


Multiple  Purpose  Needs 

U.S. 

Mexico 

(Total) 

IX.        Border  Roads 

1,022 

613 

1,635 

X.         Border  Crossings 

500 

300 

800 

XI.       Public  Transportation 

2,101 

1,261 

3,362 

XII.      Animal  and  Plant 

Health  Inspections 

Forthcoming 

Xni.    Immigration  and 
Customs  Service 

Forthcoming 

XTV.    Urban  Development/ 
Housing 

Forthcoming 

XV.      Worker  and  Community 
Health 


816 


490 


1,306 


XVI.    Pollution  Prevention/ 
Technology  Transfer 

Subtotal 

TOTAL 


40 

40 

4,479 

2,664 

7,143 

7,753 

12,906 

20,659 

11 
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Table  2a.  Funding  Sources  for  Environmental  Needs  -  Mexico 


Environmental  Needs 

I.  Water  Supply 

Infrastructure 
Regulation 

II.  Sanitation, 
Wastewater  Treatment 

Infrastructure 
Regulation 

III.  Municipal  Solid  Waste 

Future  needs 

Collection 
Landfdl 

Clean-up 

Collection 
Landfdl 

rV.       Hazardous  Waste 
Clean-up 
Future  needs 
Regulation 

V.  Air  Quality 

Regulation 

Public  Infrastructure 

Private  Sector 

VI.  Conservation 

VII.  NACE 

Vni.    Environmental 
Management 


Revenue 
Generating^ 


y 

n 


P 
n 


P 

y 

n 
n 


n 
n 
n 


n 

y 
p 


Funding 
Source'' 

EF/UF 
GR 


EF/UF,  Grant 
GR 


EF/UF  and  Grant 
EF/UF 

EF/Grant 
EF/Grant 


EF/PP 

EF/UF  and  PP 
GR 


GR 

EF/UF 

EF/UF  and  Grant 

EF/Grant 

EF/Grant 

EF/Grant  and  PP 


2  y   =   yes,    n   =   no,    p   =   generates   enough  revenues   to   cover 

part   of    costs. 

"  EF      =      Environment      Fund;      UF      =      user      fees;      Grant 

Environment   Fund  Grant;    GR  =  general   revenues;    PP  =  polluter  pays. 
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Table  2a.  (continued)  Funding  Sources  for  Environmental  Needs  -  Mexico 


Revenue 

Funding 

Multiple  Purpose  Needs 

Generating 

Source 

IX.       Border  Roads 

y 

EF/UF 

X.         Border  Crossings 

y 

EF/UF 

XI.       Public  Transportation 

y 

EF/UF 

Xn.      Animal  and  Plant 
Health  Inspections 


UF 


Xm.    Immigration  and 
Customs  Service 


GR 


XrV.    Urban  Development/ 
Housing 


EF/UF  and  Grant 


XV.      Worker  and  Community 
Health 


EF/UF  and  Grant 


13 
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Table  2b.  Funding  Sources  for  Environmental  Needs  -  U.S. 


II. 


III. 


IV. 


nmental  Needs 

Revenue 

Funding 

Generating 

Source 

Water  Supply 

Infrastructure 

y 

EF/UF 

Regulation 

n 

GR 

Sanitation, 

Wastewater  Treatment 

Infrastructure 

P 

EF/UF,  ( 

Regulation 

n 

GR 

Municipal  Solid  Waste 

Future  needs 

Collection 

P 

EF/UF  a 

Landfill 

y 

EF/UF 

Hazardous  Waste 

Regulation 

n 

GR 

Air  Quality 

Regulation 

n 

GR 

Vn.      NACE  n 
Multiple  Purpose  Needs 

IX.  Border  Roads  y 

X.  Border  Crossings  y 

XI.  Public  Transportation  y 

XII.  Animal  and  Plant 

Health  Inspections  y 

XIU.    Immigration  and 

Customs  Service  n 

XV.  Worker  and  Community  Health    p 

XVI.  Pollution  Prevention/ 
Technology  Transfer  y 


EF/Grant 

EF/UF 
EF/UF 
EF/UF 

UF 

UF 

GR/UF  and  Grant 

EF/UF 
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NAFTA  Border  Environmental  Needs  Cost  Estimates 


Environmental  Needs 

I.  Water  Supply 

Adequate  supplies  of  clean  water  are  vital  to  personal  hygiene  and  to  prevent  the 
spread  of  water-bom  diseases.    Water  supply  problems  in  northern  Mexico  are  linked  to 
economic  integration  with  the  United  States  since  rapid  population  growth  along  Mexico's 
northern  frontier  is  associated  with  increased  production  for  the  U.S.  market. 

A.  US 

1.  Infrastructure.   The  State  of  Texas  identified  $715  million  in  capital 
costs  to  upgrade  water  treatment  and  distribution  facilities  along  the  Texas  side  of  the  border 
through  2010.  (State  of  Texas)   Of  this  amount,  $526  million  represents  costs  through  2000 
and  $189  million  represents  costs  through  2010.   These  investments  would  provide  service 
mainly  to  Texas  colonias.    Assuming  that  social  needs  in  Texas,  especially  the  size  of  colonia 
populations,  reflects  population  pressures  from  Mexico,  Texas  needs  represent  49  percent  of 
the  needs  for  the  entire  U.S. -side  of  the  border.'   Therefore,  total  water  supply  needs  for  all 
four  border  states  would  be  $1,459  billion  through  2010,  including  $1,073  billion  through 
2000. 

2.  Regulation.   The  State  of  Texas  estimates  water  supply  regulatory  costs 
of  $2  million  through  2010  and  $881  through  2000.   Adjusting  for  all  three  border  states, 
regulatory  costs  will  be  $4  million  through  2010  and  $2.5  million  through  2003. 

B.  Mexico 

1.  Infrastructure.  The  State  of  Texas  projects  water  supply  capital  needs 
of  $588  million  through  2010  for  Mexico's  major  border  cities  along  the  Texas  border.  (State 
of  Texas)  Adjusted  for  the  entire  Mexican  border  population,  total  water  supply  needs  would 
be  $1,200  billion  through  2010  or  $944  million  through  2003. 

2.  Regulation.   The  State  of  Texas  estimates  Mexico's  water  regulatory 
costs  at  $36,000  per  year  for  the  section  of  Mexico  opposite  Texas.    (State  of  Texas) 
Adjusted  for  the  entire  Mexican  border  region,  regulatory  costs  would  be  $12  million 
through  2010  or  $7  million  through  2003. 


'     The  Mexico  side  of  the  Texas  border  holds  4  9  percent  of 
Mexico's  entire  border  population.   (USEPA/SEDUE) 
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II.         Sanitation,  Wastewater  Treatment 

Adequate  sanitation  and  wastewater  treatment  protect  ground  and  surface  water  quality, 
helping  prevent  the  spread  of  water-bom  diseases.    As  with  water  supply,  wastewater 
problems  in  northern  Mexico  are  linked  to  economic  integration  with  the  United  States  since 
rapid  population  growth  along  Mexico's  northern  frontier  is  associated  with  increased 
production  for  the  U.S.  market.    In  addition,  U.S.  border  states  have  a  strong  interest  in 
improved  wastewater  management  since  several  rivers  and  aquifers  flow  north  from  Mexico 
into  the  United  States. 

A.  U.S. 

1.  Infrastructure.    Total  wastewater  needs,  including  collection  systems 
and  treatment,  for  Texas  border  counties  are  $1,059  billion  through  2010  of  which  $467.3 
serves  colonias.   (State  of  Texas)   Again,  assuming  that  Texas  represents  49  percent  of  the 
need,  total  wastewater  needs  for  the  entire  U.S.  side  of  the  border  will  be  S2.161  billion 
through  2010  or  S1.680  billion  through  2003. 

2.  Regulation.    Monitoring,  permitting,  inspections,  and  enforcement 
activities  would  be  another  $633  thousand  in  Texas.  (State  of  Texas)   Adjusting  this  figure  for 
the  entire  border,  regulatory  needs  would  be  $22  million  through  2010  or  $14  million 
through  2003. 

B.  Mexico 

1.         Infrastructure.    The  U.S.  Army  Corps  of  Engineers  projects  $2,482 
billion  in  construction  costs  and  $992  million  in  operations  and  maintenance  costs  through 
2010  for  sewers  and  wastewater  treatment  for  Mexican  border  communities.    Since  demand 
for  these  facilities  reflects  a  U.S.  interest  in  cleaning  up  surface  and  ground-water  flowing 
north  from  Mexico,  the  U.S.  may  have  to  shoulder  operations  and  maintenance  costs  as  well 
as  capital  costs,  for  a  total  of  $3,474  billion  through  2010.   This  estimate  excludes  currently 
unsewered  areas.   Also,  treatment  and  operations  and  maintenance  costs  will  be  considerably 
higher  unless  regulations  for  pre-treatment  of  industrial  wastes  are  enforced.  (USAGE) 

To  estimate  costs  for  extending  sewer  lines  to  the  unserved  population  on  Mexico's 
side  of  the  border,  we  assumed  that  unsewered  households  (20  percent  of  the  total,  Zepeda, 
personal  communication)  have  the  same  number  of  inhabitants  as  households  with  sanitation. 
If  so,  then  760  thousand  people  lack  sanitation.    Per  capita  costs  to  provide  wastewater  service 
in  Texas  colonias  are  $1,674  (TWDB).    Assuming  that  local  Mexican  materials  and  labor 
costs  are  60  percent  of  U.S.  costs  (State  of  Texas),  per  capita  supply  cost  is  $1,004  or  $760 
million  just  to  meet  current  needs.   To  meet  needs  through  2010,  when  border  city  population 
will  be  44  percent  higher  (assuming  2.3  percent/year  growth),  would  require  $1,094  billion 
through  2010  (assuming  that  needs  for  80  percent  of  the  population  would  still  be  met  from 
other  sources)  and  ignoring  operations  and  mamtenance  costs. 
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Expansion  of  the  area  connected  to  the  sewer  system  would,  in  turn,  require  expansion 
of  wastewater  treatment  capacity.    Assuming  that  a  20  percent  increase  in  sewage  system 
coverage  increases  wastewater  loads  by  20  percent,  total  sanitation  and  wastewater  treatment 
needs  would  be  S5.263  billion  through  2010  or  approximately  $4,322  billion  through  2003. 

2.         Regulation.  Regulatory  costs  for  wastewater  in  Mexico,  adjusted  for  the 
entire  Mexican  border  region,  are  $16  million  through  2010  or  $10  million  through  2003. 

(State  of  Texas) 

in.       Municipal  Solid  Waste 

Inadequate  municipal  solid  waste  disposal  provides  breeding  ground  for  disease  vectors 
and  threatens  surface  and  groimd  water  supplies.   As  with  water  and  wastewater  problems, 
solid  waste  problems  result  from  rapid  population  growth.    In  the  case  of  northern  Mexico, 
that  growth  is  associated  with  increased  production  for  the  U.S.  market. 

A.  U.S. 

1,         Future  needs.   Municipal  solid  waste  costs  include  the  costs  of 
collection  and  sanitary  landfill.   The  State  of  Texas  estimates  that  additional  needs  for  solid 
waste  landfill  on  the  Texas  border  will  be  $90  million  by  2010.    Since  "moderate- range" 
collection  costs  in  the  United  States  are  $20/ton  (Repetto),  and  since  the  State  of  Texas 
assumes  that  sanitary  landfill  costs  are  $30/ton,  then  total  solid  waste  needs,  including 
collection  and  sanitary  landfills,  will  be  at  least  $150  million  through  2010.     Assimiing  that 
increasing  municipal  waste  generation  in  U.S.  border  states  reflects  population  pressures  from 
Mexico,  then  Texas  needs  represent  49  percent  of  the  U.S.  border  state  total.    Thus,  total  U.S. 
municipal  solid  waste  needs  will  be  $306  million  through  2010  or  $187  million  through 
2003,  including  $112  million  for  infrastructure  and  $75  million  for  collections. 

B.  Mexico 

1.         Future  needs.   According  to  the  International  Border  Environmental 
Plan,  in  Mexican  border  communities,  1,747  tons/day  of  municipal  trash  is  not  collected  while 
967  tons/day  is  collected  but  disposed  in  open  air  dumps.  (USEPA/SEDUE)   Assuming 
"moderate-range"  collection  costs  ($20/ton  (Repetto)  adjusted  for  Mexico's  lower  costs  or 
$12/ton),  collection  of  1,747  t/day  would  cost  $7.65  million/year.    Since  municipal  waste 
dumping  in  Mexico  affects  transboundary  water  supplies,  U.S.  standards  should  be  applied  to 
border-region  landfills.   The  State  of  Texas  uses  a  sanitary  landfill  estimate  of  $30/ton.   To 
provide  sanitary  landfill  for  an  additional  2,714  t/day  would,  therefore,  cost  $29.7  million/year 
for  a  total  of  $37.4  million/year  in  the  first  year.   Assuming  that  municipal  trash  generation 
grows  at  the  2.3  percent/year  rate  of  population,  total  municipal  waste  costs  will  be  at  least 
$765  million  through  2010,  of  which  $306  million  is  collection  costs  and  $459  million  is  for 
sanitary  landfill.   Total  costs  through  2003  would  be  $415  million,  including  $119  million 
for  collections  and  $296  million  for  landfill. 
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2.  Clean-up.    Sanitary  landfill  must  also  be  provided  for  municipal  waste 

that  has  accumulated  in  informal  and  in  open  air  dumps.    Assuming  that  just  20  percent  of  the 
municipal  waste  dumped  informally  in  the  last  10  years  is  recoverable  and  poses  a  threat  to 
human  health,  then  clean-up  costs,  including  collection  ($12/ton)  and  sanitary  disposal 
(S30/ton).  would  be  $48  million.    Assuming  that  50  percent  of  the  waste  deposited  in  open  air 
dumps  poses  a  threat  to  human  health,  then  costs  of  removal  and  sanitary  landfill  would  be 
$66  million.    Thus,  total  mimicipal  waste  clean-up  will  be  approximately  SI  14  million  in 
current  needs,  including  $33  million  for  collections  and  $81  million  for  landfill. 


rV.       Hazardous  Waste 

Solid  and  liquid  hazardous  wastes  threaten  human  health  through  direct  contact  and  by 
contaminating  ground  and  surface  water  supplies.    Since  some  Mexican  rivers  and  aquifers 
flow  north  into  the  United  States,  improper  management  of  hazardous  waste  in  Mexico's 
border  region  can  have  significant  transboundary  effects.    Moreover,  hazardous  waste 
problems  along  Mexico's  northern  border  are  linked  to  trade  since  improper  disposal  of 
hazardous  waste  is  associated  with  increased  production  by  U.S. -owned  maquiladoras 
exporting  to  the  United  States. 

A.  U.S. 

1.  Clean-up.  Hazardous  waste  sites  on  the  U.S.  side  of  the  border  are 
already  covered  by  Superfund.  However,  additional  funds  should  be  devoted  to  accelerate 
clean-up  in  cases  where  hazardous  waste  sites  contaminate  transboundary  water  supplies. 

2.  Regulation.   To  adequately  track  hazardous  waste  movements,  the  State 
of  Texas  projects  costs  of  $13  million  through  2010  or  $8  million  through  2003. 

B.  Mexico 

1.  Clean  Up.    We  sought  to  establish  a  cost  for  cleaning  up  hazardous 

waste  problems  created  by  the  maquiladoras  since  these  operations  have  the  closest  link  to 
trade  and  since  information  on  hazardous  waste  generated  is  available.   A  more  complete 
analysis  of  the  hazardous  waste  clean-up  costs  associated  with  trade  liberalization  would 
examine  wastes  from  all  enterprises  engaged  in  export  to  the  United  States.    Indeed,  some  6 
to  20  million  tons  of  hazardous  waste  are  generated  annually  in  Mexico.  (Durazo  et  al) 
Mexico  earns  some  1 1  percent  of  its  GDP  through  exports.   If  so,  then  export  industries  may 
generate  660  thousand  to  2.2  million  tons  of  hazardous  waste  per  year.   The  analysis  that 
follows  thus  deals  with  only  a  small  portion  of  the  hazardous  waste  generated  by  export 
industries  every  year. 

According  to  the  State  of  Texas,  40,000  tons  of  hazardous  wastes  are  generated 
annually  by  maquiladoras.    2,600  tons  of  this  waste  were  returned  to  the  United  States  in 
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1991.    Since  Mexican  law  requires  the  return  of  wastes  generated  in  maquiladoras  to  the 
United  States  and  since,  normally,  Mexican  treatment,  storage,  and  disposal  facilities  do  not 
accept  maquiladora  wastes,  it  is  assumed  that  the  remainder,  37,400  tons,  is  dumped  illegally 
every  year.    Assuming  that  wastes  dumped  are  a  constant  ratio  of  maquiladora  exports  (a 
conservative  assumption  since  return  of  waste  has  grown  faster  than  maquiladora  production 
in  recent  years),  then  a  total  of  200,832  tons  of  liquid  and  solid  hazardous  waste  have  been 
dumped  illegally  by  maquiladoras  since  1970. 

These  wastes,  in  turn,  contaminate  the  surrounding  soil  and  water.    Assuming 
(conservatively)  that  one  ton  of  hazardous  waste  contaminates  1 6  cubic  meters  ( 1 6  tons)  of 
soil,  the  maquiladoras  are  responsible  for  at  least  3.21  million  tons  of  contaminated  media  in 
northern  Mexico.   This  estimate  does  not  include  contaminated  ground  and  surface  water, 
where  dispersion  of  contaminants  can  by  on  the  order  of  1 ;  1  million,  rather  than  the  1:16 
assumed  here,  while  still  remaining  toxic  to  humans  and  making  clean-up  costs  far  higher. 
(USEPA) 

Since  Mexico  lacks  a  Superfiind-type  liability  law  and  given  the  difficulty  in  assigning 
responsibility  for  hazardous  waste  clean-up  to  the  private  sector,  clean-up  costs  must 
inevitably  be  bom  by  the  public.    Assuming  the  minimal  clean-up  costs  of  $130  per  ton  ($200 
per  ton  adjusted  for  Mexico's  lower  labor  and  materials  costs)  cited  by  the  State  of  Texas, 
total  clean-up  costs  for  these  wastes  would  be  $417  million.   With  incineration,  however, 
clean-up  costs  can  be  as  high  as  $2,000  per  ton,  or  $1,300  adjusted  for  Mexico's  level  of 
development.  (USEPA)   Therefore,  a  more  realistic  estimate  of  clean  up  costs  would  be 
$300/ton.    At  this  rate,  hazardous  waste  clean-up  costs  would  be  $963  million  for  current 
needs.   This  estimate  is  roughly  proportionate  to  U.S.  costs,  where  the  USEPA  estimates  that 
clean-up  of  all  Superfund  sites  would  cost  $27  billion.  (OEER,  USEPA) 

2.  Future  needs.    If  laws  requiring  maquiladoras  to  return  hazardous 
wastes  were  strictly  enforced,  the  State  of  Texas  anticipates  that  it  would  spend  some  $70 
million  through  2010  to  operate  disposal  cites.    However,  since  neither  NAFTA  nor  the 
Integrated  Environmental  Border  Plan  seem  likely  to  significantly  strengthen  enforcement  of 
waste  return  laws,  hazardous  materials  will  probably  continue  to  be  disposed  of  improperly. 
Assuming  no  growth  in  the  amount  of  waste  generated  (40,000  tons  annually  with  2,600  tons 
returned),  public  clean-up  costs  for  what  are  now  maquiladora  plants  will  continue  to  accrue 
at  the  rate  of  $179  million  per  year.    If  effective  waste  management  were  phased  in  over  10 
years,  total  clean-up  costs  would  be  $984  million  through  2003  for  the  maquiladora  industry. 

3.  Regulation.   The  State  of  Texas  estimates  that  Mexico  will  need  $1.6 
million  through  2010  or  $1  million  through  2003  to  track  hazardous  wastes. 

V.         Air  Quality 

The  U.S.  side  of  the  border  region  is  subject  to  serious  air  quality  problems,  much  of 
which  arise  from  transboundary  pollution.    Sources  include  inefficient  fuel  combustion  in 
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motor  vehicles,  factory  and  power  plant  emissions,  and  dust  from  unpaved  roads.    Such 
emissions  are  expected  to  grow  as  trade  liberalization  increases  traffic,  industrialization  and 
population. 

A.  U.S. 

Regulation.    Most  air  pollution  control  costs  in  the  United  States  are  bom  by  the 
private  sector.    On  the  U.S.  side  of  the  border,  therefore,  the  State  of  Texas  only  projects 
increases  in  regulatory  costs.    It  estimates  U.S. -side  air  quality  monitoring  costs  for  Texas  at 
$48  million  through  2010.   Assuming  that  most  border  air  quality  problems  arise  from 
transboundary  effects,  which  are  in  turn  proportional  to  Mexico's  border  population,  total  US 
air  quality  monitoring  costs  for  all  four  border  states  will  be  S98  million  through  2010  or 
S66  million  through  2003. 

B.  Mexico 

1.  Infrastructure.   In  Mexico,  investments  must  be  made  by  the  public 
sector  to  reduce  emissions  from  publicly-owned  utilities.   Carbon  I  and  Carbon  II,  two 
government-owned,  coal-fired  electric  power  plants  in  Piedras  Negras,  Mexico  are  responsible 
for  significant  transboundary  air  quality  problems.    Emissions  from  these  plants  impair 
visibility  in  Big  Bend  National  Park,  could  trigger  Clean  Air  Act  limits  on  industrial 
development  in  Texas  if  air  pollution  rises  above  permissible  limits,  and  could  give  the 
Mexican  utilities  an  unfair  competitive  advantage  against  Texas  utilities  obliged  to  meet  U.S. 
air  emissions  standards.   (Roberson)   Installing  smokestack  scrubbers  on  these  plants  will  cost 
the  public  sector  $500  million  in  current  needs.    Identification  of  other  public  sector  sources 
would  increase  this  estimate. 

2.  Regulation.   The  State  of  Texas  estimates  air  quality  monitoring  costs 
for  Mexico  opposite  Texas  at  $34  million  through  2010.   Assuming  that  air  quality  problems 
are  proportional  to  Mexico's  border  population,  total  Mexican  air  quality  monitoring  costs  for 
the  border  region  will  be  $68  million  through  2010  or  $42  million  through  2003. 

3.  Private  Sector.   The  United  States  should  make  a  contribution  toward 
meeting  Mexico's  private  sector  air  pollution  control  costs  in  the  border  region  for  three 
reasons.    First,  air  pollution  emissions  will  have  to  be  controlled  in  northern  Mexico  in  order 
for  U.S.  border  cities  to  achieve  Clean  Air  Act  requirements.    Failure  to  do  so  could  trigger 
limits  on  industrial  development  on  the  U.S.  side  of  the  border.    Second,  demand  for  cleaner 
air  on  the  border  arises,  in  large  part,  from  the  U.S.  side  of  the  border.    So  the  United  States 
should  be  willing  to  pay  for  some  of  the  costs  of  reduced  emissions.   Third,  the  marginal 
benefit  in  terms  of  improved  air  quality  from  a  dollar  spent  in  Mexico  will,  in  many  cases,  far 
exceed  the  marginal  benefit  from  a  dollar  spent  on  reduced  emissions  in  the  United  States. 

To  estimate  an  appropriate  U.S.  contribution  to  reducing  air  emissions  in  northern 
Mexico,  we  estimated  the  costs  that  would  be  incurred  by  Mexico's  private  sector  imder  strict 

20 


116 


enforcement  of  the  environmental  law  based  on  extrapolation  from  U.S.  experience.    In  the 
United  States,  total  air  pollution  abatement  expenditures  were  $29.5  billion  in  1990.  (CEQ) 
Adjusting  those  figures  for  the  size  of  Mexico's  economy  (10.7  percent  of  the  U.S.  economy, 
Greenhouse)  and  le\er  of  development  (60  percent  adjustment  factor,  State  of  Texas), 
Mexico's  private  sector  ought  to  spend  Si. 89  billion  annually  on  air  pollution  abatement. 
Mexico's  northern  states  represent  about  20  percent  of  the  country's  GNP  (Zepeda),  so  their 
share  of  private  sector  air  pollution  abatement  costs  should  be  on  the  order  of  $379  million 
annually.   As  beneficiaries  of  such  investments,  the  U.S.  should  consider  programs  to  defray 
some  portion,  perhaps  20  percent,  of  Mexican  border  state  private  sector  air  pollution  control 
costs.    Investments  could  include  incentives  to  substitute  clean  fuels  in  brick-making 
operations  on  the  border  or  buy-backs  and  repairs  of  highly-polluting  motor  vehicles.    Such 
investments  would  amount  to  $76  million  in  the  first  year  or,  assuming  that  emissions 
increase  with  population,  about  $1,550  billion  through  2010  or  $847  million  through  2000. 


VI.       Habitat  Conservation 

We  are  concerned  that  Mexico  and  the  U.S.  border  region  do  not  have  the 
conservation  infrastructure  that  is  necessary  to  deal  with  long  term  natiiral  resource  planning 
and  to  address  the  numerous  threats  to  the  country's  biological  diversity.    Some  of  these 
infrastructure  needs  could  be  developed  with  the  establishment  of  a  $75  million  "Green  Fund" 
that  would  generate  approximately  $5  million  per  year  for  conservation  and  ecosystem 
protection  in  Mexico.   The  funds  as  well  as  fiinds  from  the  U.S.  Department  of  Interior's 
border  programs,  would  be  available  to  Mexican  governmental  and  non-governmental 
organizations  to  prevent  and  mitigate  impacts  of  NAFTA-related  trade  on  ecosystems  and 
strengthen  protection  of  critical  habitats.   Funds  could  also  be  used  to  promote  the 
environmental  planning,  research  and  monitoring,  to  encourage  environmentally  compatible 
development,  and  to  encourage  increase  conservation  cooperation  between  the  United  States, 
Mexico  and  Canada. 


VII.      NACE 

The  amoimt  of  funding  necessary^  to  operate  NACE  depends  on  how  its  responsibilities 
are  ultimately  defmed.   For  example,  most  proposals  contemplate  that  NACE  would 
investigate  citizen  complaints  concerning  specific  instances  of  lax  enforcement  of 
environmental  laws.   Budgeting  for  this  task  will  depend  on  how  many  investigations  NACE 
conducts  aruiually  and  the  extent  of  those  investigations. 

This  paper  handles  that  issue  by  assuming  that  the  extent  of  NACE's  duties  will  be 
proportional  to  its  staff  size.    We  have  considered  budgeting  for  two  sizes  of  NACE,  a  small 
Commission  with  a  professional  staff  of  100  and  a  larger  Commission  with  a  professional 
staff  of  250.   Budgeting  is  extrapolated  from  the  budget  of  an  institution  analogous  to  NACE, 
the  International  Joint  Commission  (IJC)  between  the  U.S.  and  Canada.   The  U.S.  budget  for 
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its  section  of  the  IJC,  which  has  a  professional  staff  of  15,  is  approximately  $3.6  million. 
Because  it  will  be  operating  continent-wide,  we  expect  that  NACE  will  have  a  significantly 
larger  travel  budget  than  the  IJC,  which  is  focused  on  a  single  border.    Also,  while  the  IJC 
pays  about  $0.5  million  tor  U.S.  Geological  Survey  technical  consultations,  we  expect  that 
NACE  would  have  higher  per  capita  technical  consultation  requirements  given  the  broad  array 
of  tasks  and  issues  with  which  it  will  be  involved.    Accordingly,  we  assume  that  NACE 
would  require  twice  the  per  capita  travel  and  consultant  expenses  of  the  IJC.   This  provides  a 
budgeting  requirement  of  $293  thousand  per  professional  staff  or  $29.3  million  for  a  NACE 
with  100  professional  staff  and  about  $73  million  for  a  NACE  with  a  staff  of  250.    (These 
figures  are  for  total  funding  from  all  three  parties).   Thus,  the  NACE  budget  would  be  S498 
to  S1.241  billion  througii  2010  or  $293  to  $730  million  through  2003.    Divided  equally 
among  all  three  NAFTA  parties,  each  would  contribute  $98  to  $243  million  over  ten  years. 

Vin.Environmental  Management 

Mexico  claims  its  environmental  law  is  comparable  in  scope  to  U.S.  law.   However, 
implementation  of  that  law  remains  inadequate,  despite  increased  spending  on  environmental 
management  in  recent  yeais. 

In  order  for  Mexico  meet  its  obligations  under  a  NAFTA  environmental  side 
agreement,  in  order  to  ensure  that  increased  economic  activity  does  not  worsen  environmental 
conditions,  and  in  order  to  correct  regional  disparities  in  environmental  spending,  siditional 
funding  is  required  to  strengthen  Mexico's  environmental  management  sector. 

A.         Mexico 

If,  as  is  frequently  claimed,  Mexico's  environmental  la^v  is  comparable  in  scope  to 
U.S.  law,  then  funding  levels  for  implementing  that  law  should  be  comparable  to  those  in  the 
United  States,  adjusted  for  the  different  sizes  of  the  economies  and  different  levels  of 
development.    Since  the  proposed  NACE  would  have  oversight  and  evaluation  authority  for 
implementation  of  environmental  law  throughout  the  NAFTA  countries  and  since  NAFTA 
will  increase  foreign  investment  throughout  Mexico,  we  calculated  needed  funding  levels  for 
all  of  Mexico,  not  just  the  border  region. 

To  estimate  environmental  management  costs,  we  extrapolated  from  the  1992  budget 
for  the  U.S.  Environmental  Protection  Agency.   The  United  States  budgeted  $6,645  billion  for 
the  EPA  in  1992.   Mexico's  economy  is  10.7  percent  the  size  of  the  U.S.  economy.  (New 
York  Times,  1993)   Assuming  that  Mexican  labor  costs  are  60  percent  of  U.S.  labor  costs 
(State  of  Texas\  Mexico's  total  environmental  protection  budget  should  have  been  about  $427 
million  per  year.    Mexico's  1992  environment  protection  budget  was  only  $78  million. 
(Durazo  et  al)   The  disparity  between  needs  and  actual  spending  was  thus  at  least  $349 
million  in  1992.  (The  disparity  is  actually  substantially  greater  since  state  EPAs  in  the  United 
States  shoulder  a  large  part  of  public  environmental  protection  costs). 
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To  make  up  just  twenty  percent  of  Mexico's  deficit  in  environmental  management 
spending  would  cost  S775  million  through  2003  or  S1.4  billion  through  2010,  assuming  that 
environmental  budgets  keep  pace  with  population  growth. 

To  strengthen  public  participation  in  environmental  decision-making,  a  portion  of  any 
external  support  for  environmental  management  in  Mexico  should  finance  the  work  of  the 
Environmental  Management  Network  (REMECA)  and  the  Environmental  Management 
Districts  outlined  in  the  body  of  this  paper. 

In  addition,  funds  could  also  be  available  to  coordinate  consultations  between  private 
U.S.  enviro-technology  firms  and  non-complying  business  operating  in  Mexico  that  might 
require  assistance  in  acquiring  environmental  goods  and  services. 


Multiple  Purpose  Needs 

IX.  Roads 

Traffic  bottlenecks  and  poorly  surfaced  roads  in  the  iitmiediate  vicinity  of  the  border 
increase  congestion,  energy  consumption,  and  air  pollution,  from  both  fuel  combustion  and 
road  dust.   To  alleviate  these  problems,  roads  at  the  border  should  be  improved.   These 
estimates  do  not  include  improvements  of  roads  away  from  the  border  since  these  do  not 
affect  border  environmental  quality. 

A.  U.S. 

According  to  the  State  of  Texas  border  road  improvements  will  cost  $634  million  to 
accommodate  increasing  traffic  flow  with  NAFTA.   Assuming  similar  needs  in  the  other 
border  states,  and  based  on  the  fact  that  Texas  handles  62  percent  of  truck  border  crossings 
from  Mexico  (USEPA/SEDUE),  total  U.S.  spending  for  border  road  improvements  should  be 
S1.022  billion  through  2003. 

B.  Mexico 

Assuming  that  Mexican  needs  are  at  least  comparable  to  U.S.  needs  and  adjusting  for 
lower  labor  and  materials  costs,  Mexico  requires  $613  million  through  2003  in  border  road 
investments. 

X.  Border  Crossings 

As  with  border  roads,  inadequate  border  crossings  create  traffic  bottlenecks  that 
exacerbate  air  pollution  problems. 

A.        U.S. 
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The  State  of  Texas  estimates  costs  for  border  crossing  improvements,  including  bridge 
construction,  direct  landside  approaches  and  GSA  facihties,  at  $300  million.    Assuming  that 
Texas  represents  62  percent  of  the  need,  total  need  for  the  U.S.  side  of  the  border  would  be 
S500  million  in  current  needs. 

B.         Mexico 

Mexico's  border  crossing  needs  are  at  least  comparable  to  U.S.  needs.    Adjusting  for 
lower  labor  and  local  materials  costs  yields  a  total  estimate  of  $300  million  in  current  needs. 

XI.       Public  Transportation 

Adequate  public  transportation  systems,  particularly  rural  bus  systems,  will  increase 
mobility  of  people  while  reducing  traffic  congestion. 

A.  U.S. 

The  State  of  Texas  identified  $618  million  in  public  transit  needs,  mainly  bus  service, 
for  the  border  region  over  the  next  decade.   Adjusting  for  the  other  three  states  using  Mexican 
population  distribution  along  the  border  yields  a  total  need  of  $2,101  billion  through  2003. 

B.  Mexico 

Assuming  that  Mexico's  public  transit  needs  are  at  least  equal  to  U.S.  needs,  adjusting 
for  different  costs,  total  Mexican  needs  would  be  $1,261  billion  through  2003. 

Xn.      Animal  and  Plant  Health  Inspections 

Forthcoming. 
XIII.    Immigration  and  Customs  Service. 

Forthcoming. 
XTV.    Urban  Development/Housing 

Forthcoming. 

XV.      Worker  and  Community  Health 

Investments  in  worker  and  community  health  will  help  mitigate  some  of  the  impacts  of 
poor  environmental  quality  in  the  border  region. 

A.         U.S. 

24 


120 


The  State  of  Xexas  has  identified  a  number  of  worker  and  community  health  activities 
that  specifically  address  environmental  health  concerns.    Improved  Public  Health  Promotion, 
Communicable  Disease  Control,  Preventive/Primary  Care  (especially  with  regard  to 
Community  Healtli  Centers  for  service  to  indigent  and  migrant  populations),  Environmental 
Care,  Education  of  Health  Professional  in  Public/Environmental  Health  and  Birth  Defect  Data 
Collection  could  cost  an  additional  $36  million  annually.  (State  of  Texas)   Although  other 
health  care  projects  are  worthy  of  support,  we  single  these  out  because  of  iheir  coiiRcction 
with  environmental  concerns.    Assuming  ihat  Texas  represents  49  percent  of  the  need  and 
border  population  grows  at  2.3  percent  armually,  total  costs  for  these  ser.'ices  would  be 
S1.489  billion  through  2010  or  $816  million  through  2003. 

B.         Mexico 

Assuming  that  needs  on  the  Mexican  side  of  the  border  are  at  least  equal  to  U.S. 
needs,  then  total  worker  and  community  health  needs  in  the  Mexicars  border  region,  adjusted 
for  lower  costs,  would  be  $893  million  through  2010  or  $490  million  through  2003. 

XVI.      Pollution  Prtvention/Technology  Transfer 

Tougher  enforcement  of  the  Mexico's  environmer^tal  law  will  increase  demand  for 
environmental  technologies  in  Mexico.   To  facilitate  transfer  of  such  technologies  from  the 
United  States  to  Mexico,  public  sector  funds  should  be  devoted  "o  supporting  environmental 
technology  information,  education  and  research  centers,  especially  in  the  border  region 

A.        U.S. 

Projects  that  may  stimulate  transfer  of  environment  technologies  include  those 
identified  by  the  Border  Trade  Alliance  in  Brownsville,  Harlingen,  Laredo,  El  Paso,  Dona 
Ana  Coimty  and  Nogales  and  the  Border  Environmental  Commerce  Zone  proposed  by  the 
City  of  Chula  Vista,  California.   (Border  Trade  Alliance  and  City  of  Chula  Vista)   Total  costs 
for  these  projects  would  be  $40  million  through  1996. 
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Appendix  B 


The  most  compiehensive  estimates  of  U.S. -Mexico  border  environmental  needs 
published  to  date  are  those  of  the  U.S.  Council  of  the  Mexico-U.S.  Business  Committee. 
(Melcer,  Carche,  Kelly,  and  Stanfield)   Table  3  offers  a  brief  comparison  of  their  figures  with 
Sierra  Club's  numbers. 


Table  3.    Comparison  of  Sierra  Club  and 

U.S.  Council  of  the  Mexico-U.S.  Business  Committee 

(Council  of  the  Americas) 

Environmental  Cost  Estimates  — 

1994-2003  (millions) 


Environmental  Needs 


Water  Supply 
Infrastructure 


Sierra 
Club 

(SC) 


Council 
of  the 
Americas 

(CA) 


Explanation 


2,017         998 


II.         Sanitation, 

Wastewater  Treatment 
Infrastructure 


6,002       4,279 


For  the  U.S.,  CA  focused  only  on 
needs  la  Texas/NM  colonias.  SC 
relied  on  more  comprehensive 
Texas  data.   For  Mexico,  CA  relied 
on  Govenunent  of  Mexico  data,  SC 
used  Texas  data. 


Both  studies  relied  on  U.S.  Army 
Corps  of  Engineers  study.  However, 
SC  estimated  additional  cost  to 
provide  wastewater  service  to 
Mexican  population  currently 
\\ithout  sewers  and  includes 
operations  and  maintenance  costs 
for  Mexico. 


III.       Municipal  Solid  Waste 

Future  needs  602 


Clean-up  114 


442  CA  estimated  only  costs  for  future 

landfill  needs.    SC  estimated 
collection  costs  as  well. 
?  CA  did  not  estimate  clean-up  costs. 
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Table  3.  (Continued)   Comparison  of  Sierra  Club  and 

U.S.  Council  of  the  Mexico-U.S.  Business  Committee 

(Council  of  the  Americas) 

Environmental  Cost  Estimates  — 

1994-2003  (millions) 


Environmental  Needs 


rV.       Hazardous  Waste 
Future  needs 
Clean-up 


Air  Quality 
Regulation 

Public 
Infrastructure 

Private 


Vn.      NACE 


Vin.    Environmental 
Management 


Sierra 

Council 

Explanation 

Club 

of  the 

(SC) 

Americas 

(CA) 

984 

750 

963 

7 

CA  did  not  estimate  hazardous 
waste  clean-up  costs. 

108 


500 


Infrastructure  847  ? 

VI.       Habitat  Conservation  75  ? 


486 


775 


CA  did  not  estimate  air  pollution 
control  costs. 


CA  did  not  estimate  conservation 
costs. 

CA  did  not  estimate  costs  for  the 
NACE. 

CA  did  not  estimate  environmental 
management  costs. 


Subtotal 

Multiple  Purpose  Needs 

TOTAL 


13,516        6,469 

7,143  ? 

20,659        6,469 


CA  did  not  estimate  costs  of  multiple 
purpose  needs. 
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QUESTIONS  FOR  WITNESSES  AT  THE  HEARING  ON  THE  CREATION  OF  A  U.S.- 
MEXICAN BORDER  ENVIRONMENT  COOPERATION  COMMISSION  AND  NORTH 
AMERICAN  DEVELOPMENT  BANK,  OCTOBER  27,  1993. 

Questions  for  Mr.  Jeffrey  Shafer.  Assistant  Secretary  of  Treasury 

Existing  multilateral  development  banks  have  never  had  to  call 
their  callable  capital,  but  generally  they  have  lent  only  to 
governments  or  with  a  government  guarantee.   Who  will  be  the 
borrowers  from  the  NAD  Bank?   What  assurance  can  be  given  that 
the  $1,275  billion  in  callable  capital  from  the  United  States 
will  never  ever  need  to  be  called  to  bail  out  bad  loans? 

What  will  the  operating  expenses  of  the  NAD  Bank  be?   How  will 
they  be  paid  for,  especially  in  the  early  years,  before  there  is 
a  stream  of  income  from  "loan  charges  and  investments"  as 
mentioned  in  your  testimony  on  page  7?  What  is  meant  by 
"investments"  in  this  context? 

Where  will  the  money  come  from  to  pay  for  the  $225  million  in 
paid-in  capital  for  the  NAD  Bank?  Will  an  offset  be  proposed  by 
the  Administration?   What  budget  years  will  these  requests  be 
brought  forward?  Will  these  capital  contributions  come  from  the 
Budget  Function  150  account  for  international  affairs  where  the 
multilateral  development  banks  are  currently  located?  Why  should 
the  10%  set  aside  for  helping  U.S.  communities  come  out  of  the 
international  affairs  budget  which  is  currently  more  than  $800 
million  in  arrears  on  multilateral  bank  capital  and  replenishment 
payments  that  have  already  been  authorized? 

On  page  22  of  the  latest  version  of  the  Ad  Referendum  Text  of 
10/22/93,  Section  11  deals  with  "Rules  and  conditjj3ns_for_making 
grants."  /could  you  explain  why-theU.S.^needs' to  endorse  grants 
,.for 'the~purposes  of  Chapter  II,  Article  I,  Sec.  1(a)  dealing  with 

/  financing  for  projects__certif ied  by  t he_^ or der^  Environment 

^~— ^mmission-?--^ould  you  exp1airr~why"MexIco"'  needs  to  endorse  granj 
./^or  the  purposes  of  Chapter  II,  Article  I,  Sec.  2(c)  dealing  with 
Ctihe  Bank  providing  technical  assistance  for_pl^ans  and  projects? — -' 
^^ow-muGh-is—expected— to— be-sp"eTit""oh  grants,  how  'afe^grants 
expected  to  be  used,  and  how  will  they  be  paid  for? 

The  agreement  says  that  no  more  than  10  percent  of  the  paid-in 
and  callable  capital  of  each  country's  shares  would  be  used  for 
"NAFTA-related  community  adjustment  and  investment"  anywhere  in 
that  country.   How  will  this  program  work  in  the  U.S.?  Will 
there  be  a  link  with  the  SBA  as  the  press  has  been  reporting? 
Will  the  money  be  loaned  by  NAD  Bank  to  the  SBA,  to  communities, 
to  affected  individuals?   How  much  money  would  go  into  this 
program  overall?  How  will  it  be  determined  what  is  "NAFTA- 
related"?  What  will  be  the  terms  of  repayment  of  NAD  Bank?   How 
will  this  program  affect  NAD  Bank's  credit  rating?  Why  go 
through  NAD  Bank  at  all;  why  not  deal  with  this  issue  directly 
through  existing  U.S.  Government  agencies  and  programs  for 
community  adjustment  if  we  are  trying  to  streamline  government? 
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Would  NAD  Bank  be  the  lender  of  last  resort?  Would  NAD  Bank  be 
likely  to  be  the  sole  source  of  financing  for  projects  or  would 
it  always  cofinance? 

What  would  a  management  arrangement  for  the  NAD  Bank  with  the 
Inter-American  Development  Bank  or  another  multilateral 
development  bank  be  like?  Are  there  any  charter  issues  that 
would  preclude  the  IDB  from  administering  a  facility  that  would 
be  making  loans  in  the  U.S.A.  which  is  not  a  developing  country 
member  of  the  IDB? 

Is  it  expected  that  the  NAD  Bank  would  be  back  for  another 
replenishment  in  4  years,  or  would  this  authorization  and  funding 
take  care  of  the  border  environmental  problems? 

How  do  the  NAFTA  side  agreements  insure  that  new  environmental 
problems  won't  be  allowed  to  develop? 
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TREASURY  RESPONSES  TO 

QUESTIONS  FROM  MEMBERS  OF  THE  HOUSE  BANKING  COMMITTEE 

ON  THE  NORTH  AMERICAN  DEVELOPMENT  BANK  (NADBANK) 


(1)  Question:    Existing  multilateral  development  banks  have  never  had  to  call  their 
callable  capital,  but  generally  they  have  lent  only  to  governments  or  with  a 
government  guarantee.   Who  will  be  the  borrowers  from  the  NADBank?  What 
assurance  can  be  given  that  the  $1,275  billioa  in  callable  capital  from  the  United 
States  will  never  need  to  be  called  to  bail  out  bad  loans? 

Answer    The  NADBank  Charter  permits  the  Bank  the  flexibility  to  make  or 
guarantee  loans  to  "either  Party,  or  any  agency  or  political  subdivision  thereof,  and  to  any 
entity  in  the  territory  of  a  Party."   As  with  all  other  multilateral  development  banks,  we  do 
not  expect  the  callable  capital  ever  to  be  called.   We  anticipate  that,  where  necessary  to 
maintain  the  high  quality  of  its  credits,  NADBank  loans  and  guarantees  wiU  be  backed  by  the 
Government  of  Mexico.   To  the  limited  extent  the  NADBank  undertakes  private  sector  risk, 
it  will  do  so  in  prime  projects  and  in  the  form  of  partial  guarantees  of  private  lending,  so  that 
the  risk  is  shared  with  private  sector  financial  institutions,  U.S.  Government  members  of  the 
Board  will  have  to  approve  all  environmental  loans  and  guarantees,  so  that  we  will  be  in  a 
position  to  ensure  that  the  lending  policies  of  the  NADBank  are  sound.   To  further  reduce 
any  risk  that  the  callable  capital  might  be  called,  we  raised  the  paid-in  capital  requirement  to 
15  percent  of  the  NADBank  total  capital,  which  is  considerably  higher  than  the  paid-in  ratios 
for  the  World  Bank,  Inter-American  Development  Bank,  and  African  Development  Bank. 
Finally,  in  order  to  maintain  a  AAA  rating,  the  NADBank  will  not  lend  or  guarantee  to  full 
capacity  in  its  early  years;  we  anticipate  about  $2.0  billion  in  exposure  on  its  capital  base  of 
$3.0  billion. 

(2)  Question:  What  will  the  operating  expenses  of  the  NADBank  be?  How  will  they  be 
paid  for,  especially  in  the  early  years,  before  there  is  a  stream  of  income  from  "loan 
charges  and  investments"  as  mentioned  in  your  testimony  on  page  7?  What  is  meant 
by  "investments"  in  this  context? 

Answer:   We  do  not  expect  the  administrative  expenses  of  the  NADBank  to  be  very 
high,  since  (compared  to  other  multilateral  banks)  its  functions  will  be  limited  to  assessing 
the  financial  and  economic  viability  of  projects,  raising  capital  in  financial  markets,  and 
processing  and  administering  loans.   The  costs  of  staff  and  other  administrative  expenses 
would  be  paid  or  reimbursed  initially  from  paid-in  capital  and  earnings,  and  later  through 
earnings  from  its  loan/guarantee  charges  and  investments.   These  earnings  could  also  be  used 
to  replenish  any  paid-in  capital  used  for  administrative  costs.    "Investments"  refers  to 
relatively  liquid,  portfolio  investments  where  some  of  its  capital  resources  wUl  be  deposited. 

(3)  Question:   Where  will  the  money  come  from  to  pay  for  the  $225  million  in  paid-in 
capital  for  the  NADBank?  WiU  an  offset  be  proposed  by  the  Administration?  What 
budget  years  will  these  requests  be  brought  forward?  WiU  these  capital  contributions 
come  from  the  Budget  Function  150  account  for  international  affairs  where  the 
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multilateral  development  banks  are  currently  located?  Why  should  the  10%  set-aside 
for  helping  U.S.  communities  come  out  of  the  international  affairs  budget  which  is 
currently  more  than  $800  million  in  arrears  on  multilateral  bank  capital  and 
replenishment  payments  that  have  been  already  authorized? 

Answer:   It  is  likely  that  the  NADBank  wiU  be  housed  in  the  Function  150  Account. 
This  is  different  from  saying  that  the  funds  would  come  from  the  Fimction  150  discretionary 
appropriations.   We  are  in  the  process  of  making  final  decisions  on  the  budget  treatment  of 
NAFTA.   One  option  under  serious  consideration  is  to  fund  the  first-year  requirements  of 
NADBank  as  part  of  the  pay-go  offsets  in  this  bill.   This  would  not  affect  any  discretionary 
ceilings  in  the  Function  150  Account.   The  S225  million  required  for  paid-in  capital  will  be 
spread  out  over  4  years,  or  $56.25  million  per  year  for  FY  1995-98.  No  decision  has  been 
made  on  whether  out-year  funding  would  be  treated  as  mandatory  or  discretionary  in 
subsequent  legislation.  Up  to  10%  of  the  U.S.  capital  contribution  to  NADBank  (which 
includes  up  to  $22.5  million  in  total  paid-in  capital  or  $5.6  million  per  year)  mil  be  available 
for  community  adjustment  and  investment  in  the  United  States  related  to  goals  and  purposes 
of  NAFTA.    [See  answer  to  question  5  below  for  elaboration  of  this  window.] 

(4)  Question:   On  page  22  of  the  latest  version  of  the  Ad  Referendum  Text  of  10/22/93, 
Section  1 1  deals  with  "Rules  and  conditions  for  making  grants. "   Could  you  explain 
why  the  U.S.  needs  to  endorse  grants  for  the  purposes  of  Chapter  n,  Article  I,  Sec. 
1(a)  dealing  with  financing  for  projects  certified  by  the  Border  Environment 
Cooperation  Commission?  Could  you  explain  why  Mexico  needs  to  endorse  grants 
for  the  purposes  of  Chapter  n.  Article  I,  Sec,  2(c)  dealing  with  the  Bank  providing 
technical  assistance  for  plans  and  projects?  How  much  is  expected  to  be  spent  on 
grants,  how  are  grants  expected  to  be  used,  and  how  will  they  be  paid  for? 

Answer:   Thank  you  for  pointing  out  an  error  of  reference  in  the  ad  referendum  texts. 
The  first  cite  should  be  Chapter  n.  Article  I,  Sec.  1(b),  and  the  second  cite  should  be 
Chapter  n,  Article  I,  Sec.  1(c),  both  of  which  link  the  grants  to  the  10  percent  set-aside  for 
the  community  adjustment  and  investment  window  of  the  NADBank.    [See  next  answer  for 
elaboration.] 

(5)  Question:   The  agreement  says  that  no  more  than  10  percent  of  the  paid-in  and 
callable  capital  of  each  country's  shares  would  be  us«l  for  "NAFTA  related 
community  adjustment  and  investment"  anywhere  in  that  country.   How  will  this 
program  work  in  the  U.S.?  "Will  there  be  a  link  with  the  SBA  as  the  press  has  been 
reporting?  Will  the  money  be  loaned  by  NADBank  to  the  SBA,  to  communities,  to 
affected  individuals?  How  much  money  would  go  into  this  program  overall?  How 
will  it  be  determined  what  is  "NAFTA-related"?   What  will  be  the  terms  of 
repayment  of  NADBank?  How  wiU  this  program  affect  NADBank' s  credit  rating? 
Why  go  through  NADBank  at  all;  why  not  deal  with  this  issue  directly  through 
existing  U.S.  Government  agencies  and  programs  for  community  adjustment  if  we  are 
trying  to  streamline  government? 
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Answer:   The  United  States  will  implement  the  community  adjustment  program  in 
conjunction  with  existing  federal  credit  programs  such  as  the  Small  Business  Administration's 
Section  7(a)  loan  guarantee  program  and  the  Rural  Development  Administration's  Business 
and  Industrial  Loan  Guarantee  program.   Pursuant  to  an  agreement  with  NADBank,  a 
participating  federal  agency  will  issue  and  administer  loans  or  guarantees  for  the  NADBank 
to  borrowers  meeting  both  that  agency's  lending  criteria  and  additional  criteria  reflecting  the 
purposes  of  the  community  adjustment  and  investment  window  to  further  the  goals  of 
NAFTA.   We  intend  to  use  up  to  10  percent  of  the  paid-in  capital  set  aside  for  community 
adjustment  and  investment  ($22.5  million  for  the  United  States)  as  grants  which  would  be 
transferred  to  participating  credit  agencies  to  pay  the  subsidy  costs  and,  if  appropriate,  other 
costs  of  this  loan  and  guarantee  program.    As  a  result,  these  limited  resources  will  be 
leveraged  into  significant  financing  for  community  development.   Under  this  approach,  there 
will  be  no  impact  on  the  NADBank's  credit  rating,  since  the  remaining  capital  will  not  be  at 
risk  as  a  result  of  these  activities.   The  guidelines  for  using  the  window  in  the  United  States 
will  be  drawn  up  by  the  federal  government,  with  significant  input  from  an  Advisory 
Committee.   It  is  appropriate  that  the  NADBank  be  involved  because  the  U.S.  community 
adjustment  and  investment  program  is  being  established  in  conjunction  with  a  parallel 
NADBank  community  adjustment  and  investment  program  for  Mexico,  this  function  wall  be 
centrally  coordinated  rather  than  dispersed  among  agencies,  and  the  objective  of  the  program 
is  to  assist  communities  affected  by  NAFTA. 

(6)  Oue.stion:   Would  NADBank  be  the  lender  of  last  resort?   Would  NADBank  be  likely 
to  be  the  sole  source  of  financing  for  projects  or  would  it  always  cofinance? 

Answer:   One  of  our  objectives  in  developing  mechanisms  to  coordinate  and  finance 
border  clean-up  is  to  maximize  private  sector  financing.   An  explicit  function  of  the 
NADBank  is  "to  encourage  private  investment  in  projects,  enterprises,  and  activities 
contributing  to  its  purposes,  and  to  supplement  private  investment  when  private  capital  is  not 
available  on  reasonable  terms  and  conditions. "   The  Border  Environment  Cooperation 
Commission  (BECC)  is  charged  with  mobilizing  financing  for  projects  from  (a)  the  private 
sector,  (b)  the  NADBank,  and  (c)  direct  government  support  such  as  grants,  loans  and 
guarantees  fi^m  federal,  state  and  local  governments.    Given  the  range  of  potential  sources 
of  financing,  we  do  not  anticipate  that  the  NADBank  would  likely  be  the  sole  source  of 
financing  for  projects.   The  NADBank  will  not  be  a  'lender  of  last  resort"  in  the  sense  that 
it  win  put  money  into  financially  unsound  projects  that  cannot  for  this  reason  attract  money 
from  other  sources. 

(7)  Question:   What  would  a  management  arrangement  for  the  NADBank  with  the  Inter- 
American  Development  Bank  (JDB)  or  another  multilateral  development  (MDB)  bank 
be  like?  Are  there  any  charter  issues  that  would  preclude  the  IDB  from  administering 
a  fadUty  that  would  be  making  loans  in  the  United  States  which  is  not  a  developing 
country  member  of  the  IDE? 
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Answer:   Under  the  management  arrangement,  the  NADBank  would  contract  with  the 
IDB  or  other  entity  to  fill  the  staffing  requirements  of  the  NADBank  for  specified  services. 
We  have  discussed  the  NADBank  with  IDB  management,  and  have  received  assurances  that  a 
management  arrangement  that  is  consistent  with  the  EDB  charter  can  be  developed. 

(8)  Question:    Is  it  expected  that  the  NADBank  would  be  back  for  another  replenishment 
in  4  years,  or  would  this  authorization  and  funding  take  care  of  the  border 
environmental  problems? 

Answer:   We  looked  at  a  ten-year  time  horizon  in  designing  our  approach  to  border 
environmental  financing.   The  NADBank  is  intended  to  help  fill  an  identified  linancing  gap 
over  the  next  decade.    We  hope  that  the  NADBank,  in  conjunction  with  other  anticipated 
sources  of  financing,  will  be  able  to  do  the  job.   While  the  charter  of  the  NADBank  includes 
provisions  for  replenishment,  we  do  not  expect  to  be  back  for  another  replenishment  in  four 
years. 

(9)  Question:   How  do  the  NAFTA  side  agreements  insure  that  new  environmental 
problems  won't  be  allowed  to  develop? 

Answer:    Given  our  experiences  with  environmental  problems  in  the  past,  there  is  no 
way  to  insure  that  new  problems  won't  develop.   What  we  have  done,  however,  is  develop 
binational  mechanisms  —  the  side  agreements,  the  NADBank,  and  the  BECC  —  that  will  help 
us  anticipate  and  address  these  problems  when  they  do  arise. 
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The  U.S.  Council  of  the  Mexico-U.S.  Business  Committee  is  an  independent  business  association 
organized  as  a  committee  of  the  Council  of  the  Americas.    The  U.S.  Council  has,  for  over  45  years,  been 
dedicated  to  the  furtherance  of  U.S.  interests  relating  to  the  bilateral  U.S. -Mexico  relationship.    One  of  the 
primary  ways  it  seeks  to  accomplish  this  goal  is  through  its  relationship  with  the  North  American  section  of 
CEMAI,  the  Mexican  Business  Council  on  Foreign  Affairs.    The  North  American  section  of  CEMAI  and  the 
U.S.  Council  meet  together  at  regular  intervals  to  discuss  issues  facing  the  two  countries.    This  binational 
dialogue  is  designed  to  identify  areas  of  mutual  interest  between  the  two  business  communities  and  to  contribute 
to  a  better  understanding  of  positions  on  both  sides. 

The  U.S.  Council's  primary  focus  is  to  help  achieve  a  sound  bilateral  free  trade  agreement  with  Mexico 
that  will  act  as  a  catalyst  to  economic  growth  and  prosperity  in  both  countries.    In  the  U.S.  Council's  view,  it  is 
in  the  interests  of  the  United  States  and  Mexico  to  conclude  such  a  comprehensive  agreement  as  expeditiously  as 
possible,  while  achieving  the  key  objectives  of  the  U.S.  business  community.    These  include  liberalization  of 
Mexican  investment  laws,  improved  protection  of  intellectual  property  rights,  elimination  of  tariffs,  quotas, 
licensing  and  other  non-tanff  barriers  to  trade;  national  treatment  for  U.S.  firms  operating  in  Mexico  vis-a-vis 
regulatory  requirements,  and  agreement  between  the  two  countnes  on  key  standards  issues. 

As  the  two  governments  prepare  for  and  enter  into  bilateral  trade  negotiations,  the  U.S.  Council  hopes 
to  be  a  resource  for  the  U.S.  Government  and  for  the  U.S.  business  community;  to  assist  in  the  identification  of 
key  issues;  and  to  provide  a  forum  for  the  discussion  of  issues  between  the  private  sectors  of  the  United  States 
and  Mexico. 
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Introduction 

As  Chairman  of  the  U.S.  Council  of  the  Mexico-U.S.  Business  Committee,  I  am  pleased  to  release  the 
U.S.  Council's  Analysis  of  Environmental  Infrastructure  Requirements  and  Financing  Gaps  on  The  U.S. /Mexico 
Border. 

The  U.S.  Council  wishes  to  express  its  appreciation  to  the  consultants  who  prepared  this  report, 
including  Messrs.  Carlos  Melcer  and  Benjamin  Darche  of  Public  Financial  Management,  Inc.,  and  their 
advisors  Grupo  Serficor  of  Mexico  City,  William  C.  Kelly,  Jr.  and  Ted  Eliopoulous  of  Latham  and  Watkins, 
and  Mitchel  Stanfield  of  Washington,  D.C.    The  U.S.  Council  is  particularly  grateful  to  Mr.  Michael  Curtin  of 
Bechtel,  Chairman  of  the  Study's  Oversight  Committee,  and  to  the  other  members  of  the  Oversight  Committee 
who  donated  countless  hours  to  the  successful  completion  of  this  work. 

The  completion  of  the  Analysis  is  timely  as  it  relates  to  the  discussions  in  the  U.S.  and  Mexico  of  the 
environmental  and  econormc  conditions  on  the  U.S. /Mexico  Border  and  their  impact  on  the  North  American 
Free  Trade  Agreement.    We  hope  that  the  data,  ob-servations  and  recommendations  contained  herein  will  help  in 
illuminating  the  discussion  of  the  actual  environmental  conditions  and  of  the  potentials  for  resolution  within  the 
established  system. 

The  Analysis  concludes  that  the  environmental  conditions  on  both  sides  of  the  Border  grew  up  over  an 
extended  period  of  time  in  association  with  poverty  and  the  early  stages  of  industrialization.    It  projects 
investment  needs  over  the  next  ten  years  of  approximately  $6.5  billion  to  reach  internationally  acceptable 
standards  for  public  water  supply  and  waste  water,  solid  waste,  and  hazardous  waste  disposal,  in  2003. 
Further,  and  importantly,  it  estimates  that  approximately  $4.6  billion  will  be  available  through  existing 
mechanisms,  leaving  a  gap  of  only  about  $1.9  billion  or  an  average  of  $190  million  per  year  over  the  ten-year 
period. 

Perhaps  most  revealing  of  all  is  the  analysis  of  the  potentials  of  private  sector  participation,  through 
legal  and  institutional  reforms,  many  already  achieved  by  the  Mexican  Government. 

With  the  onset  of  the  economic  growth  associated  with  NAFTA  and  its  confluence  with  the  political 
will  of  both  Mexico  and  the  United  States,  it  may  be  possible  to  engage  the  public  and  private  forces  necessary 
to  meet  the  environmental  requirements  of  an  area  which  has  gone  relatively  unnoticed  until  the  NAFTA 
discussions.    NAFTA  makes  the  resolution  of  the  closely  linked  environmental  and  economic  issues  facing  the 
U.S. /Mexico  border  region  possible. 

This  report  encourages  us  to  believe  that  the  institutional  and  financial  means  are  at  hand,  especially 
when  combined  with  skills  and  growth  associated  with  NAFTA,  to  meet  the  present  and  future  needs. 

While  this  report  contains  a  candid  assessment  of  the  challenges  facing  both  the  United  States  and 
Mexico  in  resolving  the  environmental  situation  along  their  common  border,  the  reader  is  requested  to 
remember  that  each  country  is  at  a  different  stage  of  development-economically,  financially,  and 
environmentally.    The  U.S.  Council  believes  that  Ae  recognition  of  the  differentiation  of  these  stages  of 
development  leads  to  the  recognition  of  the  imperative  need  that  each  country  work  with  the  other  in  a  mutually 
understanding,  respectful  and  reinforcing  manner  to  resolve  the  environmental  infrastructure  requirements  of 
both  countries  along  the  Border. 

The  problems  at  hand  were  not  caused  by  the  NAFTA,  indeed  the  realization  of  NAFTA  may  release 
the  economic  strength  and  focus  the  skills  necessary  to  solve  these  problems  over  a  time  frame  acceptable  to  the 
peoples  of  the  region  while  sustainable  mechanisms  for  mobilizing  the  financial  resources  are  created  on  both 
sides  of  the  border. 


B<J^e  U.S.  Couni 


Rodman  C.  Rockefell; 
Chairman 


136 


TABLE  OF  CONTENTS 

Page 

I.  EXECUTIVE  SUMMARY    1 

Environmental  Infrastructure  Needs 2 

Public  Financial  Resources    3 

User  Fee  Concept 6 

Expansion  of  Real  Estate  Tax  Use 7 

Institutional  and  Legal  Barriers 7 

Observations/Suggestions    8 

II.  ECONOMIC  OVERVIEW  AND  POPULATION  DEMOGRAPHICS     10 

Population  Demographics 10 

Regional  Economic  Perspective 11 

III.  ENVIRONMENTAL  SECTOR  ANALYSIS  AND  NEEDS  ASSESSMENT 
(1993-2003)    13 

Water  Supply  Requirements 13 

Wastewater  Collection  and  Treatment 16 

Municipal  Solid  Waste  Requirements    19 

Hazardous  Waste  Facilities    21 

IV.  FINANCING  AVAILABILITY  AND  GAPS     23 

Summary  of  Country  Capabilities    23 

Environmental  Sector  Financial  Analysis 23 

Water  Treatment  and  Distribution 23 

Wastewater  Treatment  Facilities 24 

Solid  Waste  Facilities 26 

Hazardous  Waste  Treatment  and  Disposal 27 

Capital  Availability 27 

From  Multilateral  Banks    27 . 

From  U.S.  Banks     28 

Export-Import  Bank 28 

From  Mexican  Banks    28 

Nacional  Financiera,  S.N.C 28 

Banco  Nacional  de  Obras  y  Servicios  Piiblicos 29 

Private  Financial  Institutions    29 

Multilateral  Participation  in  Private  Sector  Financing 30 

ECO  Program  -  World  Bank    30 


137 


Page 

International  Finance  Corporation/World  Banic     30 

Inter-American  Investment  Corporation/Inter-American 

Development  Bank 30 

Access  to  Domestic  and  Foreign  Debt  Capital    30 

Sources  of  Tax  Revenue  Available  to  Mexican  States    31 

El  Predial  Real  Estate  Tax 32 

Legal  and  Regulatory  Impediments    33 

Financial  Structure  and  Capacity     33 

Multilateral  Lending  Impediments 33 

Public/Private  Partnerships 33 

Foreign  Investment  Risk     34 

New  Infrastructure  Financing  Mechanisms 34 

V.  OVERVIEW  OF  CURRENT  FUNDING  MECHANISMS    36 

VI.  OBSERVATIONS/SUGGESTIONS      38 

VII.  TECHNICAL  APPENDICES     41 

APPENDIX  1  --  METHODOLOGY     41 

APPENDIX  2  --  INFRASTRUCTURE  FINANCING  MECHANISMS 43 

APPENDIX  3  --  STRUCTURAL  REFORM  AND  FUNDING  OPTIONS 44 

APPENDIX  4  --  LIST  OF  PRINCIPAL  SOURCES 49 


138 


LIST  OF  TABLES 


Page 


Table  1  U.S. /MEXICO  BORDER  INFRASTRUCTURE  NEEDS  (1993-2003)  ...  3 

Table  2  INFRASTRUCTURE  FINANCING  GAP 5 

Table  3  POPULATION  STATISTICS:  U.S. /MEXICO  BORDER     10 

Table  4  WATER  SUPPLY  AND  DISTRIBUTION  (1993-2003)     13 

Table  5  WASTEWATER  COLLECTION  AND  TREATMENT  (1993-2003)   ....  18 

Table  6  MEXICO  LANDFILL*  COST  ESTIMATES  (1993-2003) 20 

Table  7  MEXICAN  HAZARDOUS  WASTE  EXPORTS  TO  THE  UNITED 

STATES  (1987-1993) 22 

Table  8  EPA  CLEAN  WATER  SRF  BALANCES  FYS  1992-93    26 


139 


I.   EXECUTIVE  SUMMARY 


The  public  and  private  sectors  of  the  United  States  and  Mexico  face  a  major  challenge 
in  the  timely  development  of  the  environmental  infrastructure  needed  to  meet  national  and 
international  standards  along  the  2000  mile/3200  km.  U.S. /Mexico  border.  Cross-border  water 
pollution  and  pollution  of  boundary  rivers  highlight  the  common  problem. 

Hundreds  of  thousands  of  households,  located  on  both  sides  of  the  border,  are  currently 
under  served  by  adequate  drinking  water  facilities,  wastewater  treatment  plants,  and  facilities 
for  disposing  of  solid  and  hazardous  wastes.  In  addition,  basic  plumbing  and  distribution 
systems  to  connect  households  and  businesses  to  drinking  water  distribution  and  wastewater 
collection  systems  are  lacking.  Concern  over  these  conditions,  both  as  they  affect  the  lives  of 
millions  in  the  border  area  and  as  they  bear  on  employment  and  competition  between  businesses, 
has  become  a  central  issue  in  the  consideration  of  the  pending  North  American  Free  Trade 
Agreement  (NAFTA).  This  report  analyzes  significant  steps  toward  solutions  that  are  being 
taken  and  need  to  be  taken  in  order  to  enhance  the  future  economic  and  social  contributions  that 
the  NAFTA  can  make  to  the  region. 

The  environmental  infrastructure  needs  outlined  in  this  report  did  not  begin  with  the 
NAFTA  negotiations,  and  further,  the  resolution  will  only  begin  to  occur  with  the  approval  of 
the  NAFTA.  The  key  to  improving  environmental  conditions  along  the  border  is  to  increase  the 
economic  well  being  of  border  residents.  This,  in  turn,  will  allow  residents  and  industry  to  pay 
higher  user  fees  for  water,  sewer,  and  solid  waste  services.  Financing  environmental  services 
through  user  fees  is  the  principal  recommendation  of  this  report;  however,  environmental 
infrastructure  projects  initially  will  require  additional  funding  from  bilateral  and  multilateral 
sources  to  allow  the  border  economy  to  grow  to  a  level  where  it  can  support  user  fee  financing 
for  border  environmental  projects.  The  NAFTA  will  act  as  a  catalyst  for  this  process.  Without 
the  NAFTA,  the  problems  may  be  exacerbated;  with  the  NAFTA,  the  resolutions  are  enhanced 
and  made  possible. 

The  study  results  represent  a  realistic  estimate  of  capital  costs  (in  1992  dollars)  for  public 
border  infrastructure  requirements  over  a  ten-year  period.  The  study  determines  that 
approximately  $6.5  billion  is  required  for  water,  sewer,  and  solid  and  hazardous  waste  services 
and  facilities  along  the  border  through  2003.  The  study  also  determines  that,  over  the  same  ten- 
year  period,  approximately  $4.6  billion  in  projected  financing  from  public  financial  resources 
on  both  sides  of  the  border  will  be  available  for  the  U.S. /Mexico  border  region.  The  study 
labels  the  approximately  $1.9  billion  shortfall  (over  the  ten-year  period)  between  the  $6.5  billion 
capital  cost  of  needed  environmental  infrastructure  and  the  $4.6  billion  of  projected  available 
public  financing  as  the  "financing  gap." 

The  analysis  in  the  study  makes  clear  that  financing  the  traditionally  public  infrastructure 
improvements  in  the  border  region  will  depend  on  changes  in  institutional  laws  and  practices, 
creation  of  new  institutions  such  as  cross-border  special  authorities,  significant  new  investment 
by  private  firms  and  investors,  new  financing  mechanisms  and  structures  for  border  projects  and 
continuing  government  appropriations.  The  analysis  concl-udes  that  these  improvements  are 
attainable. 
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Environmental  Infrastructure  Needs 

The  situation  in  the  region  is  characterized  by  several  compelling  facts: 

(1)  Population  for  the  entire  U.S. /Mexico  border  region  totaled  9,535,583  in  1990, 
of  which  74%  is  concentrated  in  seven  pairs  of  cities.  At  a  growth  rate  of  nearly 
3%  per  year,  the  population  of  these  cities  is  projected  to  rise  from  7  million  in 
1990  to  10.3  million  in  2003.'  This  level  of  growth  is  expected  to  further  strain 
the  capacity  of  the  region's  environmental  infrastructure. 

(2)  Explosive  growth  of  the  maquiladora  industry  in  Mexico  during  the  1980s 
contributed  significantly  to  border  population  growth.  In  the  absence  of  a 
development  impact  policy  and  local  tax  base,  Mexican  border  cities  have 
struggled  to  accommodate  this  growth  with  basic  environmental  services. 

(3)  Approximately  $6.5  billion  is  required  for  traditionally  public  water,  sewer,  and 
solid  and  hazardous  waste  services  and  facilities  along  the  border  through  2003. 
With  68%  of  these  needs  in  Mexico  and  32%  in  the  United  States,  the 
requirements  exceed  the  border  region's  current  funding  capacity.  Mutually 
beneficial  cross-border  programs  under  the  NAFTA  will  enhance  that 
capacity. 

(4)  The  projected  capital  available  to  the  United  States  and  Mexico,  based  on 
described  assumptions,  in  the  aggregate,  is  estimated  to  be  approximately  $4.6 
billion  for  traditionally  public  water,  sewer,  and  solid  and  hazardous  waste 
services  and  facilities  along  the  border  through  2003.  The  difference  between  the 
$6.5  billion  in  required  financing  and  the  projected  available  capital  leaves  a 
shortfall  of  approximately  $1.9  billion  over  the  ten-year  period  through  2003. 
This  $1.9  billion  shortfall  is  referred  to  as  the  "financing  gap"  throughout  this 
report.    It  is  proposed  that  these  be  financed  in  innovative  ways. 

(5)  Income  levels  for  60% -70%  of  Mexican  households  in  the  border  area  average 
$500  per  month,  and  at  least  25%  of  Mexican  households  are  at  a  level  of  $300^ 
per  month  or  below.  Mexican  border  communities  cannot  presently  afford  user 
fee  levels  necessary  for  private  sector  investment  in  municipal  services.  Over 
time,  -with  increased  economic  development  and  rising  incomes  in  Mexico, 
user  fee  based  systems  will  become  viable.  NAFTA-induced  economic 
development  can  foster  mechanisms  to  correct  these  shortcomings. 

(6)  The  NAFTA  will  legally  transpose  the  maquiladora  plants  in  Mexico  into  national 
production  facilities  eligible  to  serve  both  Mexican  and  U.S.  markets.  In  order 
to  do  so,  these  plants  in  most  cases  will  need  substantial  upgrading.  The  resulting 


Based  on  population  projections  (Table  3).  (U.S.  population  is  for  the  county  in  which  the  city  is  located.) 
Secretariat  of  Human  Settlements  and  Public  Works,  State  of  Baja  California,  1993. 
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demand  for  greater  productivity  and  investment  will  hasten  the  evolution  of  the 
labor  force  to  become  more  highly  paid  and  more  stable. 

As  outlined  in  Table  1,  the  total  estimated  cost  of  bringing  water  supply,  wastewater 
treatment  and  solid  and  hazardous  waste  disposal  to  internationally  acceptable  levels  on  both 
sides  of  the  border  over  the  next  ten  years  is  $6.5  billion. 


Table  1 

■wmmmmmmmm 

U.S./MEXICO  BORDER  INFRASTRUCTURE      1 

NEEDS  (1993-2003) 

(US  dollars  in  millions) 

Capital  Cost                   Mexico 

U.S. 

Total 

Water  Supply'                    $    497 

$    501 

$998 

Wastewater"                       2,804 

1,475 

4,279 

Solid  Waste'"                         322 

120 

442 

Hazardous  Waste""                750 

- 

750 

TOTAL                              *  4,373 

—  -- -- 

♦  2,096 

*  6^69 

Capital  costs  for  water  treatment  and  distribution  systeins. 

Secondary  ti^atmenl  and  collection  costs  for  basic  needs. 

Includes  only  capital  costs  related  lo  the  construction  of  a  clay-lined,  basic  landfill  facility  estimated 
at  $13/U.S.  ton.  (March  1993  draft  report  on  border  infrastructure  requirements  by  the  Office  of 
the  Texas  Governor). 

Three  plants  in  the  border  area.  Cost  dau  is  derived  from  a  March  1993  preliminary  market 
analysis  for  a  hazardous  waste  facility  in  Mexico  City.  The  analysis  was  funded  by  the  U.S.  Trade 
&  Development  Agency. 


Public  Financial  Resources 

Most  of  the  funding  for  existing  environmental  facilities  and  those  under  construction  has 
been  provided  by  grants  from  federal  governments  in  Mexico  and  the  United  States,  either 
directly  to  the  communities  or  through  the  International  Boundary  and  Water  Commission 
(IBWC).  In  the  United  States,  additional  capital  has  been  raised  through  the  sale  of  tax-exempt 
bonds  to  support  publicly-owned  environmental  facilities.  As  reflected  in  the  Integrated  Border 
Environmental  Plan,  which  was  developed  by  the  U.S.  Environmental  Protection  Agency  (EPA) 
and  Mexico's  Secretariat  of  Social  Development  (SEDESOL)  in  1992,  Mexico  has  committed 
to  provide  $460  million  from  FYs  1992-94  (including  funds  for  transportation)  with  $220  million 
for  wastewater  treatment  and  $25  million  for  solid  waste  disposal.  The  United  States,  in  turn, 
has  committed  $407.3  million  over  the  period  FYs  1992-94,  thus  far  appropriating  $231.6 
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million  of  these  funds  through  FY  1993.'  The  U.S.  funds  are  distributed  through  EPA  and 
IBWC.  For  wastewater  treatment  facilities,  Clean  Water  State  Revolving  Funds  (SRFs)  have 
gradually  replaced  EPA's  construction  grants  program  as  a  primary  source  of  capital. 
Wastewater  SRFs,  in  which  states  obligate  their  federal  capital,  a  local  match  of  at  least  20% 
and  in  some  cases  leveraged  bond  proceeds,  provide  municipalities  with  low-interest,  long-term 
loans  for  construction  and  improvement  of  water  treatment  plants.  Current  law  limits  SRFs 
to  publicly-owned  facilities,  without  private  participation. 

Multilateral  institutions  have  made  sector  loans  to  Mexico  for  water  supply,  wastewater 
treatment  and  solid  waste  disposal.  World  Bank  loans  currently  outstanding  to  Mexico  include 
$300  million  for  water  supply  and  sanitation  ($76  million  remains  to  be  disbursed)  and  $25 
million  for  solid  waste  facilities  and  collection  systems  (with  $11  million  still  available).  The 
Inter-American  Development  Bank  (IDB)  has  in  place  a  water  sector  loan  of  $200  million  and 
plans  additional  environmental  loans  of  $330  million"  in  1993-94.  The  International  Finance 
Corporation  (IFC),  a  World  Bank  affiliate,  has  significant  capital  and  the  Inter-American 
Investment  Corporation  (IIC),  an  IDB  affiliate,  has  limited  capital  to  invest  directly  in  privately- 
owned  projects.  Neither  has  invested  in  Mexican  environmental  infrastructure  projects  to  date, 
but  the  IFC  is  giving  serious  consideration  to  doing  so  in  1993.  Demonstrated  interest  by  the 
governments  of  the  United  States  and  Mexico  in  these  projects  will  add  encouragement  to  both 
the  IFC  and  the  IIC. 

The  Export-Import  Bank  of  the  United  States  (Eximbank)  is  also  a  major  source  of 
financial  support  for  environmental  projects  in  Mexico.  Eximbank  has  commitments  totaling 
over  $8  billion  in  Mexico,  more  than  in  any  other  country  in  the  world.  Eximbank  can  assist 
companies  with  export  insurance  and  also  offers  direct  project  loans  and  guarantees  for  up  to 
85%  of  the  U.S.  export  value.  Supported  U.S.  exports  must  contain  a  minimum  of  50%  U.S. 
content.  The  Export-Import  Banks  of  the  United  States  and  Japan  have  made  programs  available 
to  Mexico  for  environmental  projects. 

As  outlined  in  Table  2,  the  projected  capital  available  over  the  ten-year  period  from 
1993-2003  for  environmental  projects  on  the  U.S. /Mexico  border  is  $4,570  billion.  This 
$4,570  billion  figure  is  based  on  current  appropriation  levels  by  both  governments  and  assumes 
that  both  these  levels  and  World  Bank  and  IDB  funding  will  be  maintained  at  current  levels  over 
the  ten-year  period.  There  could  be  variations  over  the  ten-year  period  in  the  public  funding 
available  to  the  border  region,  such  as  the  ability  of  smaller  border  communities  and  colonias 
to  qualify  for  and  obtain  SRF  funds. 

Based  on  the  assumption  that  the  funding  listed  in  Table  2  will  be  available  and  accessible 
by  the  border  communities,  this  report  concludes  that  there  will  remain  a  $1,899  billion  shortfall 
over  the  ten-year  period.  This  "financing  gap,"  given  a  current  population  of  approximately  7 
million  in  the  principal  U.S. -Mexico  city  pairs  on  the  border  which  is  expected  to  increase  to 
approximately  10  million  by  the  year  2003  (see  Table  3),  represents  a  range  of  $183  to  $268  per 
year,  per  capita  for  the  border  region. 


U.S.  EPA,  Office  of  International  Activities,  June  1993. 
Inter-American  Development  Bank,  Operations  Department,  1993. 


143 


Table  2 

INFRASTRUCTURE  FIIMANCING  GAP 

(US  dollars  in  millions) 

Sector 

Ten-Year 
Demand 

Projected  Capital"' 

Financing 
Gap 

Water  Supply 

U.S. 

$      501 

Loans/Grants'^'                 $      200 
Tax-Exempt  Bonds"'                301 

Mexico 

497 

Loans/Grants'^'                         219 

Totals: 

«      998                                                 $      720 

$    278 

Wastewater 

U.S. 

1,475 

SRF  Loans'"                              925 
Loans/Grants'^'                         550 

Mexico 

2,804 

EPA/IBWC""                           1,500 
Loans/Grants""                           730 

Totals: 

4,279                                                        3,705 

$    574 

Solid  Waste 

U.S. 

120 

Tax-Exempt  Bonds'^'          $     120 

Mexico 

322 

Loans/Gr.ants'*'                              25 

Totals: 

442                                                            145 

$    297 

Hazardous  Waste'"                                                                                                                               | 

U.S. 

Mexico 

750 

No  Source 

$    750 

TOTAL 

$  6,469 

*  4,570 

*  1,899 

The  projections  in  Table  2  are  based  on  the  following  assumptions: 


(Z) 


0) 


(7) 


World  Bank  and  IDB  funding  will  continue  at  current  levels.   This  funding  is  included  as  part  of 

the  loans/grants  items  for  Mexico. 

U.S.  water  supply  requirements  can  be  satisfied  by  $200  million  in  federal/state  grant  funding  for 

the  colonias,  which  are  unregulated  developments  in  unincorporated  areas  on  the  U.S.  side,  and 

$301  million  in  tax-exempt  bonds  issued  by  U.S.  municipalities. 

Mexico  is  expected  to  face  a  56  %  shortfall  in  available  funding  to  meet  future  water  supply  needs, 

based  on  current  experience  with  the  first  phase  of  the  national  water  and  sewage  program  through 

1994. 

Proposed  ten-year  funding  for  international  wastewater  projects  in  Mexico  includes  annual  funding 

at  the  level  of  the  Clinton  Administration's  FY  1994  budget  request  of  $150  million  for  border 

needs  over  a  ten-year  period  and  $73  million  armually  from  Mexico,  which  is  the  average  of 

Mexico's    three-year    wastewater    commitment    of   $220    million    to    the    Integrated    Border 

Environmental  Plan. 

U.S.  municipal  wastewater  requirements  of  $1,475  billion  would  be  funded  by  loans  from  the 

State  Revolving  Fund  program  and  tax-exempt  bonds  to  raise  the  local  share.  Federal/state  grants 

and  loans  would  fund  $550  million  in  requirements  for  the  colonias. 

Tax-exempt  bonds  can  be  used  to  finance  $120  million  in  solid  waste  landfill  requirements  in  the 

United  States.    Mexico  has  committed  a  total  of  $25  million  for  solid  waste  for  FYs  1992-1994 

in  the  Integrated  Border  Environmental  Plan,  but  has  not  made  future  federal  commitments  beyond 

this  level. 

Future  U.S.  hazardous  waste  disposal  needs  would  be  funded  by  private  capital,  as  is  the  case 

currently.  No  fiinding  sources  have  been  identified  in  Mexico  for  these  projects,  although  several 

private  sector  financing  approaches  are  possible. 
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Most,  if  not  all,  of  the  financing  gap  is  due  to  a  lack  of  available  funding/financing 
attributable  to  four  factors: 

First,  constraints  on  government  budgets,  which  are  not  likely  to  change  in  the 
foreseeable  future; 

Second,  low  incomes  in  the  border  areas  and  inability  to  currently  support  user 
fee-based  financing.  This  will  change  in  a  modernizing  and  growing  economy 
enhanced  by  the  NAFTA; 

Third,  institutional  and  legal  barriers  which  restrict  the  flow  of  funds.  Reforms 
are  being  made  rapidly  in  this  area  in  response  to  new  demands  for  private 
investment  in  infrastructure;  and 

Fourth,  the  lack  of  mechanisms  to  mitigate  risks  inherent  in  the  financing 
structures.  The  respective  governments  and  the  multilaterals  are  addressing  many 
of  these  risks. 

Although  no  gap  has  been  identified  on  the  U.S.  side,  it  should  be  noted  that  ongoing 
federal  appropriations  for  the  colonias  are  uncertain,  and  that  smaller  border  communities  with 
low  or  no  bond  ratings  have  difficulty  in  raising  local  funds  to  match  SRF  loans. 

Government  appropriations  for  environmental  infrastructure  projects  are  increasingly 
scarce  in  both  countries.  Funding  for  the  International  Boundary  and  Water  Commission 
(IBWC)  and  EPA  wastewater  programs  on  the  border  is  threatened  by  Congressional  deficit 
cutting  and  competition  for  these  funds  elsewhere.  Mexico,  which  has  made  a  commitment  to 
provide  $460  million  from  FYs  1992-94  (including  funds  for  transportation),  has  drastically 
reduced  overall  public  spending  to  help  bring  inflation  under  control.  The  challenge  is  how  to 
find  new  revenue  sources  without  penalizing  the  very  cross-border  trade  and  regional 
economic  development  that  the  NAFTA  otherwise  seeks  to  stimulate. 


User  Fee  Concept 

In  light  of  the  high  capital  costs  of  environmental  infrastructure,  and  the  necessary 
operating  and  maintenance  expenses,  user  fees  are  an  essential  component  of  financing 
infrastructure  facilities.  Mexican  border  communities  and  the  colonias  have  relatively  little 
experience  with  user  fees  for  basic  environmental  services.  In  Mexico,  water  and  sewer  services 
have  traditionally  been  provided  without  extra  charge  to  households.  In  certain  cases,  payments 
by  industrial  users  have  been  implemented  and  accepted.  The  colonias,  which  are  located  in 
unincorporated  areas  on  the  U.S.  side,  have  no  direct  access  to  municipal  services.  This 
situation  is  compounded  by  rapid,  unregulated  growth  in  many  of  the  border  communities  where 
per  capita  income  levels  remain  very  low. 

Economic  growth  on  both  sides  of  the  border  as  a  result  of  the  NAFTA  and  other  factors 
should  cause  household  incomes  to  increase  substantially  over  time,  making  revenue  streams 
funded  by  user  fees  or  local  taxes  increasingly  realistic  over  the  next  ten  years.     Many 
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communities  will  seek  to  obtain  fees  or  their  equivalent  in  long-term  contracts  from 
maquiladoras  and  other  industrial  and  commercial  consumers  for  services  ranging  from  water 
supply  and  wastewater  to  solid  waste  and  hazardous  waste  disposal.  For  example,  a  proposed 
water  treatment  project  in  Juarez  would  rely  on  financial  commitments  from  maquiladoras  to 
supply  the  necessary  revenue  stream.  The  Mexican  State  of  Baja  California,  which  has  supplied 
thousands  of  new  water  connections  in  Tijuana  in  the  last  two  years,  is  able  to  confirm  the 
willingness  of  many  moderate  income  Mexicans  to  pay  the  actual  cost  of  water  service. 

A  new  National  Water  Law  was  enacted  in  December  of  1992  providing  a  modem 
regulatory  framework  for  water  management  in  Mexico.  The  law  reinforces  the  role  of  the 
National  Water  Commission,  provides  mandatory  water  planning,  enlarges  public  participation 
and  provides  greater  administrative  autonomy  for  the  organization  of  water  services.  It  also 
emphasizes  the  concept  that  water  services  in  the  cities  are  essentially  the  responsibility  of  local 
government,  promotes  the  formation  of  strong  water  users  associations  to  enhance  management 
within  collective  systems  and  promotes  greater  participation  of  the  private  sector  in  all  aspects 
of  water  management  and  development. 

The  new  law  introduces  several  important  principles  for  water  management.  First,  the 
new  law  requires  a  license  or  concession  for  the  use  of  the  Nation's  water.  Second,  a 
subsequent  permit  is  required  for  discharging  wastewater.  Third,  the  new  law  introduces  the 
concept  of  paying  for  water  and  wastewater  services  in  proportion  to  the  user's  water 
consumption  or  the  amount  of  waste  discharged. 


Firms  which  operate  along  the  border  should  be  prepared  to  accept  the  real  costs  of  their 
own  need  for  wastewater  treatment  and  other  environmental  services.  By  law,  the  United  States 
and  Mexico  require  pre-treatment  of  industrial  wastewater  before  discharge.  The  maquiladora 
industry,  a  contributor  to  the  problem  historically,  should  bear  its  fair  share  of  the  costs, 
through  property  taxes  and  user  fees,  to  Tinance  new  facilities. 


Expansion  of  Real  Estate  Tax  Use 

Real  estate  in  Mexico  has  progressively  become  under-assessed  because  of  inflation  and 
the  lack  of  re-assessment  in  mjiny  areas.  Mexico's  property  tax,  the  "Predial"  as  it  is  called, 
could  provide  a  stable  source  of  local  revenues  for  infrastructure  improvements,  and 
maintenance,  as  the  property  tax  in  the  U.S  does,  if  appraisals  were  updated  in  a  thorough  and 
timely  manner. 


Institutional  and  Legal  Barriers 

The  nontraditional  financing  of  environmental  infrastructure  projects  is  currently 
constrained  by  institutional  and  legal  barriers.  For  example,  the  shortage  of  long-term, 
affordable  capital  makes  it  difficult  for  Mexican  states  and  local  governments  to  develop  capital- 
intensive  projects  by  borrowing  against  future  income  streams. 
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Future  income  streams  are  hard  to  organize  due  to  the  lack  of  dependable  flows  of 
income  for  municipalities  and  special-purpose  authorities  from  real  estate  taxes  or  committed 
user  fees.  The  lack  of  a  legal  basis  for  cross-border,  specific-purpose  authorities  and  the 
restrictions  on  the  use  of  borrowings  from  multilateral  banks  within  the  United  States  make 
cross-border  solutions  more  difficult.  Project  financing  techniques  that  have  been  used 
successfully  to  leverage  public  funds  for  the  development  of  independent  power  projects  and 
private  toll  roads  are  in  their  infancy  for  environmental  projects.  Developing  mechanisms  to 
mitigate  currency  exchange  rate/convertibility,  political  and  construction  risks  would  facilitate 
the  implementation  of  these  financing  techniques. 

In  the  United  States,  EPA-supported  State  Revolving  Funds  (SRFs)  that  support  water 
and  wastewater  projects  cannot  be  used  in  privately-owned  projects,  although  changes  are  under 
consideration.  Privately-owned  water  and  wastewater  systems  in  the  United  States  are  generally 
not  eligible  for  tax-exempt  financing  and  state  laws  in  many  jurisdictions  effectively  preclude 
municipalities  from  entering  into  the  ironclad  contracts  with  private  parties  that  are  necessary 
to  attract  private  debt  and  equity  capital.  Through  a  combination  of  legislative  and  regulatory 
action  at  state  and  federal  levels,  municipalities  should  have  the  flexibility  to  use  these  funds  to 
co-develop  plants  with  the  private  sector,  with  service  contracts  and  agreements  which  can 
reduce  operations  and  maintenance  expenses. 

The  SRF  program  is  a  loan  program,  not  a  grant  program.  Without  a  user  fee  base, 
colonias  in  Texas  and  New  Mexico  cannot  support  debt  service  nor  produce  the  required  local 
match.  Many  other  small  border  communities  with  low  or  no  bond  ratings  face  similar  hurdles. 
Remedies  for  these  problems  must  be  found  in  the  legislative  process. 

The  United  States  government  should  also  remove  barriers  to  commingling  of  multilateral 
grant  and  loan  monies  with  private  capital  for  projects  which  have  a  cross-border  impact, 
specifically  for  international  wastewater  plants.  Mexican  states  and  municipalities  need  the 
freedom  to  use  loan  funds  from  BANOBRAS  (Banco  Nacional  de  Obras  y  Servicios  Piiblicos) 
and  the  multilateral  banks  for  this  purpose  and  the  ability  to  levy  taxes  and  fees  to  support 
projects. 

If  concession  agreements  aie  modified  to  reflect  the  needs  of  international  investors  and 
lenders,  and  public  funds  are  used  to  provide  a  cushion  as  user  fees  are  increased  over  time, 
these  projects  could  attract  necessary  and  sufficient  capital.  Well-structured  project  financings 
have  the  potential  to  attract  additional  foreign  investment  capital  from  international  markets.  In 
Mexico,  as  in  the  United  States,  it  should  be  possible  to  conserve  public  resources  by  crafting 
private  concession  programs  that  leverage  private  capital  to  the  maximum  extent  possible. 


Observations/Suggestions 

The  United  States  and  Mexico  are  in  transition  with  respect  to  the  development  of 
infrastructure  in  the  border  area.  Implementation  of  the  NAFTA  will  lead  to  greater  regional 
economic  development  and  diversity,  but  until  this  occurs  it  is  unrealistic  to  expect  that  user  fees 
alone  can  support  infrastructure  projects.  In  addition  to  government  appropriations,  methods 
should  be  found  for  states  and  municipalities  on  both  sides  of  the  border  to  leverage  existing 
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funding.  In  the  short  term,  funds  from  the  World  Bank  and  the  IDB  should  be  targeted  for 
specific  border  projects  with  greater  financial  participation  by  the  private  sector.  New  financing 
mechanisms  and  structures  can  facilitate  the  participation  of  U.S.  states  and  border  cities  in 
cross-border  projects. 

In  the  longer  term,  as  the  region's  economy  develops,  the  border  states  and  communities 
will  have  the  capacity  to  become  more  self-sufficient  with  tax  and  user  fee  revenues  and  less 
dependent  on  federal  funding.  The  leveraging  of  scarce,  difficult  to  obtain  public  funds  is  an 
absolute  necessity  if  sufficient  private  capital  resources  are  to  be  generated  for  investment  in 
environmental  infrastructure.  This  can  only  occur  when  the  present  legal  and  regulatory  barriers 
are  removed,  the  institutional  and  structural  frameworks  are  modernized,  and  the  creative 
mechanisms  of  the  capital  markets  are  engaged.  The  status  quo  must  be  changed;  otherwise 
infrastructure  stagnation  will  prevent  sustainable  growth  along  the  border. 
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n.     ECONOMIC  OVERVIEW  AND  POPULATION  DEMOGRAPHICS 

Population  Demographics 

Population  growth  for  the  seven  principal  Mexican  border  cities  over  the  ten-year  period 
(1983-1993)  averaged  3%  per  year,  according  to  Mexico's  "Centro  Nacional  de  Desarrollo 
Municipal"  (the  National  Center  for  Municipal  Development).  Population  growth  rates  in  the 
United  States  are  based  on  the  projections  used  in  the  Integrated  Border  Environmental  Plan. 
These  projections  show  an  average  growth  rate  for  the  seven  counties  in  the  study  of  2.94%  per 
year  for  the  ten-year  period  1980-1990. 

Of  a  total  projected  population  exceeding  10.3  million  persons  in  the  seven  paired  border 
cities  in  2003,  4.6  million,  or  45%,  will  reside  in  Mexico,  and  5.7  million,  or  55%,  will  live 
in  the  United  States.  Although  the  NAFTA  very  likely  would  affect  population  growth  along 
the  border,  particularly  if  industrial  development  occurs  beyond  the  traditional  maquiladora  zone, 
the  precise  consequences  for  population  growth  are  uncertain.  This  report  makes  the 
conservative  assumption  that  the  border  growth  rate  will  continue  at  historical  levels. 


Table  3' 

POPULATION  STATISTICS: 

U.S./MEXICO  BORDER 

Metropolitan  Area*'* 

1990  Statistics 

1 980-90  Compounded 
Annual  Growth  Rate 

Projected 
Pop.  by  2003 

Tijuana 
San  Diego 

747,381 
2,498,016 

4.94% 
2.98% 

1,399,654 
3,660,511 

Mexican 
Calexico* 

601,938 
109,303 

1.67% 
2.60% 

746,129 
152,636 

Nogales  (MX) 
Nogales  (US)* 

107,119 
29,676 

4.64% 
2.20% 

193,106 
39,371 

Ciudad  Juarez 
El  Paso 

797,679 
591,610 

3.47% 
2.11% 

1,242.171 
776,574 

Nuevo  Laredo 
Laredo 

219,468 
133,239 

0.77% 
2.99% 

242,445 
195,300 

Reynosa 
McAllen 

282,667 
383,545 

2.48% 
3.08% 

388,500 
568,848 

Matamoros 
Brownsville 

303,392 
260,120 

2.42% 
2.18% 

414,063 
344,151 

TOTALS 
AVERAGES*  ♦ 

7,065,153 
504,654 

2.94% 

10,363,461 
740,247 

Source:    Ceniro  Nacional  de  Desarrollo  Municipal  (for  Mexico  Data)  and  fBEP  (for  U.S.  data) 

•    Growth  rates  used  are  city  growth  rales  because  county  growth  rates  were  not  available. 

*•   Average  annual  growth  rate  is  a  weighted  average. 

***    U.S.  population  is  for  county  in  which  the  named  city  is  located. 


Over  80%  of  the  border  population  lives  on  the  seven  paired  cities.   It  is  expected  that  most  if  not  all  the 
ecological  investment  will  take  place  there. 


10 


149 


Regional  Economic  Perspective^ 

The  2000-mile/3200-km.  border  between  the  United  States  and  Mexico  runs  from  the 
Gulf  of  Mexico  to  the  Pacific  Ocean,  along  its  course  touching  six  states  on  the  Mexican  side 
and  four  on  the  U.S.  side.  The  countries  it  divides  have  the  largest  and  the  third  largest 
populations  and  the  largest  and  fourth  largest  economies  in  the  hemisphere.  The  United  States 
is  highly  industrialized;  Mexico  is  in  the  process  of  converting  from  a  largely  agricultural 
economy  to  an  industrial  economy.  But,  apart  from  generalizations  about  the  countries  as  a 
whole,  the  border  region  itself  has  particular  characteristics  separately  on  each  side  of  the  border 
and  as  a  whole. 

The  Mexican  part  of  the  border  region  was  largely  agricultural  until  the  establishment 
of  the  maquiladora  regime  in  1965.  The  export-oriented  maquiladora  program  was  an 
anomaly  -  the  overall  Mexican  government  economic  strategy  was  one  of  import  substitution. 
This  industrial  strategy  was  not  coupled  with  a  comparable  strategy  to  provide  infrastructure  or 
to  meet  other  social  needs  along  the  border.  Nationally,  the  maquiladora  industry  grew  to  620 
plants  with  119,500  workers  in  1980  and  to  1,707  plants  with  nearly  448,000  workers  in  1990. 
This  is  a  young,  highly  mobile  labor  force,  with  a  median  age  of  about  18.6  years. 

Fifty  percent  of  the  maquiladora  plants  now  have  some  level  of  U.S.  ownership,  and 
about  one-third  are  entirely  U.S. -owned.  Between  1980  and  1990,  maquiladora  imports  from 
the  United  States  to  Mexico  rose  from  $1.8  billion  to  $11.7  billion  and  exports  to  the  United 
States  rose  from  $2.5  billion  to  $15.8  billion.  Although  much  of  the  maquiladora  industry 
consists  of  relatively  low-value-added  assembly  plants,  maquiladora  wages  have  raised  average 
incomes  in  the  border  area  to  a  range  of  $2,500  to  $3,700  per  year,  median  income  levels  that 
are  among  the  highest  in  Mexico.  This  expansion  in  production,  trade  and  wages  all  took  place 
before  and  without  reference  to  the  NAFTA. 

This  rapid  industrialization  program  was  initiated  without  a  requisite  amount  of  planning 
for  the  health  of  the  environment.  It  could  be  argued  that  such  rapid  industrialization  without 
attention  to  environmental  planning,  with  the  resulting  and  predictable  degradation  to  the 
environment,  is  similar  to  the  U.S  experience  in  many  of  its  cities  in  the  1880  to  1930s. 

The  U.S. /Mexico  border  industrialization  process  demands  planning  and  financing  for 
the  predictable  environmental  infrastructure  needs  that  are  already  apparent. 

Despite  the  many  environmental  and  other  issues  that  demand  attention,  it  is  clear  that 
the  rise  in  income  levels  has  contributed  to  an  improved  standard  of  living  in  the  border  region 
and  that  with  continued  growth  over  time  this  is  an  economic  engine  that  can  be  harnessed  to 
address  the  border  region's  social  needs.  By  abandoning  its  import  substitution  strategy  in  the 
1980s  in  favor  of  free  trade  and  private  investment,  the  Mexican  government  also  made  possible 
the  upgrading  and  stabilization  of  the  maquiladora  industry.  As  the  industry  becomes  more 
stable  and  produces  more  high-value-added  goods,  it  should  be  increasingly  in  a  position  to 
attract  and  keep  a  more  stable  work  force  that  will  both  demand  and  be  able  to  afford  higher 


Acknowledgement  is  hereby  given  to  Demographic  Dynamics  of  the  U.S./Mexico  Border  by  John  Weeks 
and  Roberto  Ham-Chanbe  (1992),  and  to  Dr.  Charles  Nathanson,  Executive  Director  of  the  San  Diego 
Dialogue,  University  of  California  of  San  Diego. 
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quality  infrastructure.  The  NAFTA  will  legally  transpose  the  maquiladora  plants  in  Mexico  into 
national  production  facilities  eligible  to  serve  both  Mexican  and  U.S.  markets.  In  order  to  do 
so,  these  plants  in  most  cases  will  need  substantial  upgrading.  The  resulting  demand  for  greater 
productivity  and  investment  will  hasten  the  evolution  of  the  labor  force  to  become  more  highly 
paid  and  more  stable. 

The  United  States  has  not  had  an  overall  economic  development  strategy  for  its  border 
region,  although  the  agricultural  industry,  attracted  by  low  wages,  invested  heavily  in  Texas  in 
the  1970s  and  the  states  and  cities  have  at  various  times  have  had  individual  development 
strategies.  In  general,  U.S.  average  incomes  drop  as  one  approaches  the  border.  For  example, 
McAllen  and  El  Paso,  Texas  have  among  the  lowest  median  incomes  in  the  United  States,  at 
$6,280  and  $9,053  respectively  (U.S.  Census,  1990).  Reflecting  the  significantly  greater  overall 
income  levels  in  the  United  States,  even  these  relatively  low  incomes  are  several  times  the 
median  incomes  across  the  border.  A  continuing  feature  of  the  relatively  low-wage  economy 
on  the  U.S.  side  of  the  border  is  the  existence  of  colonias,  unregulated  developments  in 
unincorporated  areas  that  lack  basic  environmental  infrastructure.  However,  the  United  States, 
including  its  border  areas,  has  seen  significant  employment  and  income  benefits  as  a  result  of 
increased  U.S.  exports  to  Mexico,  which  have  tripled  since  1986  to  $44  billion  in  1992. 

Viewed  as  a  cross-border  region,  the  U.S. /Mexico  border  area  is  characterized  by  low 
incomes  and  inadequate  infrastructure  and  services.  The  U.S. /Mexico  border  is  also 
characterized  by  obvious  interrelationships  among  the  local  economies.  For  example,  according 
to  information  reported  by  the  San  Diego  Dialogue  ("Dialogue"),  U.S.  residents  crossing  the 
border  by  vehicle  into  Tijuana  make  1.8  million  trips  per  month.  According  to  Dialogue  reports 
of  expected  expenditures  by  survey  respondents,  these  trips  result  in  purchases  of  goods  and 
services  in  Mexico  of  $169  million  per  month,  or  on  an  annual  basis,  $2  billion.  Non-U. S. 
residents  crossing  the  border  by  vehicle  into  San  Diego  make  2.5  million  trips  per  month. 
According  to  Dialogue  reports,  these  trips  result  in  purchases  of  goods  and  services  in  the 
United  States  of  $220  million  per  month,  or  $2.6  billion  annually. 

Lack  of  cross-border  planning  and  cooperation  has  compounded  these  infrastructure 
problems.  Prior  to  1990,  there  was  substantially  no  cross-border  planning  at  the  state  or  local 
level  and,  except  for  the  International  Boundary  and  Water  Commission  (IBWC),  no  planning 
at  the  national  level. 

Continuing  growth  in  cross-border  trade,  in  particular,  and  the  interdependence  of  the 
border  cities,  in  general,  are  both  likely  to  be  enhanced  by  the  NAFTA.  This  has  spawned  a 
series  of  cooperative  studies  among  governmental  and  private  parties,  informal  "twin  city" 
networks  such  as  the  San  Diego  Dialogue,  and  even,  in  the  case  of  the  Texas  Turnpike 
Authority,  formal  authorization  to  enter  into  agreements  with  Mexican  states  as  part  of  an  effort 
to  rationalize  the  border  area  transportation  network.  These  tentative  steps  are  creating  the  first 
favorable  environment  for  cross-border  planning.  Properly  implemented,  cross-border  strategies 
can  improve  the  economic  competitiveness  of  the  region  and  enable  it  to  secure  maximum 
benefits  from  its  role  as  a  transportation  center  for  the  mushrooming  trade  between  the  United 
States  and  Mexico.  In  the  end,  better  planning  and  upgrading  of  the  border  economy  and  the 
rising  incomes  they  bring  should  enable  the  region  to  tackle  with  its  own  resources  an  increasing 
share  of  its  environmental  "deferred  maintenance". 
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m.       ENVmOJVfMENTAL  SECTOR  ANALYSIS  AND  NEEDS  ASSESSMENT 
(1993-2003) 


Water  Supply  Requirements 

Water  supply  in  the  border  region  is  dependent  on  the  allocation  of  water  from  the 
Colorado  and  Rio  Grande/Rio  Bravo  rivers  as  well  as  ongoing  development  of  groundwater 
supplies. 

Federal  and  state  agencies  in  the  United  States  and  Mexico  have  emphasized  the 
development  of  potable  water  systems  and  drinking  water  supplies  for  residences.  Among  the 
seven  principal  U.S.  border  cities,  municipal  water  systems  are  in  place  which  provide  homes 
and  businesses  with  water  and  wastewater  service  billed  at  cost  of  service  levels.  Government- 
owned  utility  departments  construct  and  operate  water  treatment  plants  and  distribution  systems, 
often  financed  with  municipal  debt  obligations  backed  by  user  fees  or  general  tax  revenues.  In 
addition,  some  utilities  finance  their  capital  needs  on  a  pay-as-you-go  basis.  The  exception  to 
this  is  in  unincorporated  colonias  in  Texas  and  New  Mexico,  which  have  250,000  low-income 
residents,  many  of  whom  live  in  substandard  housing  without  direct  access  to  water  and 
wastewater  services. 

The  U.S.  Bureau  of  Reclamation,  in  November  1992,  indicated  that  demand  for 
commercial  and  residential  water  supplies  is  expected  to  rise  on  the  U.S.  side  of  the  border  by 
24.1%  over  the  next  ten  years.  As  reported  this  year  by  the  Border  Trade  Alliance  and  the 
Texas  Water  Development  Board,  water  supply  and  distribution  requirements  in  the  seven  major 
border  cities,  rural  Texas  border  counties,  and  the  Texas  and  New  Mexico  colonias  will  total 
$501  million  over  the  period  1993-2003. 


Table  4 

WATER  SUPPLY  AND  DISTRIBUTION  (1993-2003) 

(US  dollars  in  millions) 

S«ctof 

Mexico 

U.S. 

Total 

Water  Treatment 

Distribution 

TOTAL 

$    214 

283 

»  4$7 

$     218 

283 

>  SOI 

$     432 

566 

>998 

The  most  pressing  need  in  the  United  States  for  water  supply  on  the  border  is  among  the 
250,000  residents  of  colonias  in  Texas  and  New  Mexico.  According  to  a  1992  estimate  of  the 
Texas  Water  Development  Board,  some  23%  of  the  existing  colonias  in  Texas  (275  of  1,193) 
are  without  adequate  water  supplies  and  will  require  $168  million  for  new  and  upgraded 
distribution  systems.  In  New  Mexico,  where  80%  of  the  colonias  have  access  to  potable  water, 
EPA  estimates  the  near-term  requirement  for  water  distribution  systems  at  $31  million.  Taken 
together,  the  Texas  and  New  Mexico  colonias  account  for  $200  million,  or  70%,  of  total  water 
distribution  requirements  on  the  U.S.  side  of  the  border. 
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Water  supply  and  distribution  in  Mexico  has  traditionally  been  a  function  of  the  federal 
government,  which  through  the  National  Water  Commission  (CNA)  has  committed  to  supply 
direct  water  and  sewer  service  to  94%  and  82%  of  the  population,  respectively,  by  2006.  To 
achieve  this  objective,  CNA  is  moving  away  from  heavy  subsidies  for  the  development  and 
operation  of  municipal  water  systems  to  a  system  of  "organismos  operadores"  (autonomous 
agencies).  These  organizations  are  intended  to  be  self-financing,  supported  entirely  by  user  fees. 

A  new  National  Water  Law  was  enacted  in  December  of  1992  providing  a  modem 
regulatory  framework  for  water  management.  The  law  reinforces  the  role  of  the  National  Water 
Commission,  provides  mandatory  water  planning,  enlarges  public  participation  and  provides 
greater  administrative  autonomy  for  the  organization  of  water  services.  It  also  emphasizes  the 
concept  that  water  services  in  the  cities  are  essentially  the  responsibility  of  local  government, 
promotes  the  formation  of  strong  water  users  associations  to  enhance  management  within 
collective  systems  and  promotes  greater  participation  of  the  private  sector  in  all  aspects  of  water 
management  and  development. 

The  new  law  introduces  several  important  principles  for  water  management.  First,  the 
new  law  requires  a  license  or  concession  for  the  use  of  the  Nation's  water.  Second,  a 
subsequent  permit  is  required  for  discharging  wastewater.  Third,  the  new  law  introduces  the 
concept  of  paying  for  water  and  wastewater  services  in  proportion  to  the  user's  water 
consumption  or  the  amount  of  waste  discharged.  The  collection  of  water  use  fees,  and  more 
recently  of  water  discharge  fees,  improves  the  prospects  for  future  project  development  and 
financing  as  it  signals  to  consumers  that  water  is  a  scarce  resource  and  allows  for  income  from 
the  resource  to  be  used  to  finance  the  cost  of  water  quality  improvements,  quantity  monitoring 
systems,  rate  collection  and  watershed  management  through  user  fees. 

In  June  1993,  Mexico  City's  government  signed  service  contracts  to  implement  $2  billion 
of  privately-funded  improvements  to  the  municipal  water  system.  Consortiums  composed  of 
Mexican,  European  and  U.S.  firms  will  be  dividing  the  city  into  quadrants  under  service 
contracts.  They  will  first  perform  a  census  on  the  number  of  water  users  in  the  city  and  will 
install  meters.  Customers  will  then  be  billed  for  water  supplies.  These  services  may  eventually 
lead  to  operation  and  maintenance  of  the  municipal  water  system  by  the  four  consortiums  that 
have  received  the  contracts.  The  municipal  water  system  represents  a  major  policy  evolution 
by  the  Mexican  government  towards  privatization  and  the  implementation  of  a  user  fee 
mechanism. 

Innovations  are  also  occurring  in  the  border  area  as  a  result  of  national  policy  changes 
to  promote  user  fees  for  water  and  wastewater  services.  The  City  of  Tijuana  has  metered 
90,000  or  69%  of  131,000  connected  households,  and  is  beginning  to  charge  rates  at  or  close 
to  the  actual  cost  of  service.  The  State  of  Baja  California  through  a  combination  of  CNA  grants, 
state  funds,  and  loans  from  multilateral  banks  is  spending  $30  million  annually  on  water  supply 
and  distribution,  which  in  cities  such  as  Mexicali,  the  state  capital,  has  produced  a  near  term 
goal  of  metered  connections  for  90%  of  the  150,000  households  in  the  city.' 

In  the  seven  primary  Mexican  border  communities,  CNA  estimated  in  August  1992  that 
approximately  80%  of  residents  have  access  to  running,  treated  water  on  their  property  sites. 


Public  Service  Commission  of  Mexicali,  1993. 
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This  water  has  generally  been  treated  to  a  level  which  is  usable  for  most  household  purposes 
other  than  drinking.  In  many  cases,  Mexican  families  in  the  border  area  that  can  afford  to  do 
so  use  bottled  water  for  their  cooking  and  drinking  needs  at  an  average  cost  of  $2  for  a  five 
gallon  bottle. 

In  addition,  the  Secretariat  of  Social  Development  (SEDESOL)  and  the  environmental 
authorities  in  each  Mexican  state  have  increasingly  tightened  the  standards  and  regulations 
concerning  the  permitting  of  water  for  industrial  use  as  well  as  the  discharge  of  industrial 
wastewater,  including  its  pre-treatment  prior  to  discharge.  As  an  example  of  this  increasing 
concern,  the  Association  of  Mexican  Industrial  Park  Owners  (AMPIP)  and  the  Office  of  the 
Attorney  General  for  Environmental  Protection  signed  an  agreement  calling  on  all  industrial  park 
owners  to  promote  the  control  and  prevention  of  pollution  generated  by  operations  located  in 
participating  industrial  parks.  All  operations  located  in  AMPIP  industrial  parks  will  be  subjected 
to  environmental  audits  so  as  to  conform  with  Mexican  environmental  regulations  and  norms. 
Participating  industrial  parks  will  be  permitted  to  fly  the  program's  "green  flag,"  indicating 
environmental  compliance.  It  is  expected  that  user  fees  will  be  charged  for  these  upgraded 
services  in  many  cases. 

Accurate  estimates  of  the  cost  of  water  treatment  and  distribution  facilities  are  not 
available  in  Mexico.  However,  using  housing  census  data  obtained  from  the  National  Center 
for  Municipal  Development  (CNDM)  and  cost  data  from  the  United  States,  it  is  possible  to 
calculate  an  approximate  cost  to  provide  drinking  water  to  current  and  future  Mexican 
households  without  direct  access  to  these  supplies. 

Based  on  CNDM  housing  estimates,  141,508  Mexican  households  are  currently  without 
access  to  running  water  in  the  border  area.'  Assuming  that  no  future  hook-ups  occur,  with  a 
compounded  annual  population  growth  rate  of  2.94%,  this  figure  could  rise  to  450,069 
households  by  2003.'  Using  cost  estimates  from  the  IDB  and  Texas  Water  Development  Board 
of  $263  per  capita  for  water  treatment  and  distribution  facilities,  and  assuming  an  average  of 
4.2'°  persons  per  household,  a  capital  investment  of  $497  million  will  be  necessary  to  supply 
drinking  water  to  100%  of  the  urbanized  population  in  Mexican  border  cities  by  2003.  Using 
a  standard  developed  for  the  Texas  Water  Development  Board  which  apportions  43  %  of  the  per 
capita  cost  to  treatment  and  57%  to  distribution,  Mexico  will  require  $214  million  for  water 
treatment  facilities  in  the  border  region  over  the  next  10  years  and  $283  million  to  cover  the  cost 
of  distribution  to  households." 


Represents  20%  of  the  Mexican  border  population. 

Projected  number  of  households  in  2003,  less  existing  housing  which  is  connected  to  water. 

Average  number  of  persons  per  household  as  reported  by  CNDM. 

The  costs  to  bring  industrial  water  supplies  up  to  standards  are  assumed  to  be  borne  privately  and  are  not 
included  in  this  analysis. 
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Wastewater  Collection  and  Treatment 


Projected  needs  for  sewage  collection  and  wastewater  treatment  on  the  border  are  perhaps 
the  most  acute  of  the  region's  environmental  problems.  Mexican  communities  which  do  not  yet 
have  the  benefit  of  100%  coverage  and  secondary  treatment  for  their  wastewater  are  discharging 
untreated  effluent  into  rivers,  tributaries  to  rivers,  or  in  the  case  of  Tijuana,  the  Pacific  Ocean. 
With  the  exception  of  one  plant  operated  by  the  City  of  Brownsville,  which  discharges  secondary 
treated  and  disinfected  effluent  into  the  Rio  Grande  River,  all  plants  in  the  U.S.  discharge  into 
interior  drainage  systems  away  from  rivers. 

Very  little  is  understood  concerning  the  impact  of  the  maquiladoras  on  border  wastewater 
problems.  EPA  presently  requires  that  all  industrial  water  pollution  be  treated  in  municipal 
systems  and  in  most  cases  pretreated  by  large  industrial  users  before  being  discharged  into  the 
municipal  system.'^  These  processes  are  eligible  for  funding  under  the  state  revolving  loan 
fund  program.  In  Mexico,  the  extent  to  which  the  maquiladora  operations  are  responsible  for 
industrial  water  treatment  is  subject  to  an  aggressive  effort  by  the  Mexican  government  to 
develop  standards  on  an  industry-by-industry  basis  and  no  data  are  available  at  the  present  time 
which  quantify  the  scope  of  the  problem.   EPA  is  providing  technical  assistance  to  SEDESOL. 

Many  maquiladora  plants  are  operating  in  industrial  parks  on  leased  land  and  could 
participate  in  assessments  on  the  park  or  real  estate  taxes  on  the  areas  served  by  an  industrial 
wastewater  pretreatment  facility.  In  Ciudad  Juarez,  a  group  of  maquiladoras  led  by  General 
Motors  and  General  Electric  is  participating  with  federal  and  state  agencies  and  city  government 
in  planning  for  a  system  of  plants  to  treat  60  million  gallons  of  wastewater  per  day  at  a 
construction  cost  of  approximately  $100  million.  The  financing  for  this  proposal  would  be 
supported  in  part  by  the  Worid  Bank  or  the  IDE  with  a  loan  of  $35  million  that  has  yet  to  be 
obtained  and  in  part  by  $15  million  from  the  maquiladora  industry  in  exchange  for  reduced  water 
usage  fees.  The  remaining  $50  million  would  come  from  private  investors  in  return  for  rights 
to  operate  the  facilities  for  ten  years.  Mexican  government  agencies  are  now  trying  to  resolve 
jurisdictional  issues  with  this  project  before  it  can  proceed. 

Municipal  wastewater  programs  have  been  in  place  for  many  years,  and  U.S.  border 
cities  have  programs  in  place  to  comply  with  federal  standards  for  secondary  treatment  within 
the  specified  timetables.  Most  of  the  projects  that  remain  to  be  built  involve  secondary  or 
advanced  treatment,  collection  system  repair,  conveyance  sewers,  and  collector  sewers  for 
projected  new  growth. 

As  a  result  of  federal  grant-funded  Clean  Water  State  Revolving  Funds  (SRFs),  the 
wastewater  collection  and  treatment  situation  in  U.S.  border  cities  is  less  critical  than  in  Mexico, 
except  for  smaller  border  communities  and  the  colonias  with  low  or  non-existent  credit  ratings 
that  make  it  difficult  to  issue  bonds  and  raise  the  cost  of  debt  financing,  t"  SRF  loans  have  not 
been  an  effective  tool  to  finance  colonia  wastewater  treatment  facilities  in  part  because  the  debt 
service  on  100%  loans  requires  user  fees  beyond  the  current  capacity  of  the  residents  to  pay. 


For  the  purposes  of  this  analysis,  it  is  assumed  that  industrial  wastewater  will  be  pretreated. 

EPA  advises  that  wastewater  SRFs  nationally  contained  at  least  $11  billion  in  available  capital  at  the  end 
of  FY  1992. 


16 


155 


State  and  federal  officials  estimate  that  in  Texas  only  1  %  of  the  colonias  population  is  served 
by  sewer  systems  and  that  in  New  Mexico  approximately  7%  of  the  population  has  sewer  hook- 
ups. Federal  and  state  agencies  estimate  the  total  cost  for  implementing  service  to  these  areas 
at  $467'"  million  in  Texas,  and  $83'*  million  in  New  Mexico,  or  37%  of  the  total  U.S.  border 
requirement  for  wastewater  facilities  (see  Table  5). 

In  addition  to  treatment  issues,  CNA  and  other  sources  estimate  that  35-40%  of  all 
Mexican  households  in  the  border  region  are  without  direct  access  to  a  sewage  collection  system. 
There  are  efforts  to  remedy  this  situation  through  a  National  Water  and  Sewage  Program  which, 
with  federal  and  state  funds  and  World  Bank  and  IDB  loans,  promises  to  expand  sewage  services 
to  82%  of  the  population  by  the  year  2000. 

There  are  several  estimates  of  long-term  requirements  for  wastewater  treatment 
requirements  in  the  U.S. /Mexico  border  region.  The  most  current  is  a  September  1992  design 
and  cost  estimate  completed  by  the  U.S.  Army  Corps  of  Engineers  for  the  U.S.  Section  of  the 
International  Boundary  and  Water  Commission  (IBWC).  The  IBWC  is  a  binational  organization 
based  in  El  Paso  and  Ciudad  Juarez  which  oversees  planning,  funding,  and  construction  of 
wastewater  facilities  near  the  border. 

The  Corps  of  Engineers  report  has  been  circulated  to  government  agencies  in  the  United 
States,  but  the  contents  have  not  been  publicly  available.  The  Corps  of  Engineers  estimates  are 
generally  consistent  with:  (1)  EPA  background  material  the  consultants  obtained  from 
Congressional  committees,  which  was  used  to  prepare  the  Integrated  Border  Environmental  Plan; 
(2)  the  current  estimates  of  the  Texas  Water  Development  Board;  and  (3)  the  findings  of  the 
Border  Trade  Alliance  Southwest  Border  Infrastructure  Initiative  released  in  February  1993. 

The  Corps  of  Engineers  report  and  related  documentation  indicates  that  over  a  15-year 
period,  Mexico  faces  a  total  of  $2.8  billion  in  capital  costs  for  construction  of  new  collectors 
and  secondary  wastewater  treatment  plants  and  U.S.  border  cities  will  require  almost  $1.5 
billion.  Table  5  demonstrates  the  acute  need  for  wastewater  treatment  and  collection  systems 
in  Mexico,  which,  with  45%  of  the  projected  regional  population  in  2003,  will  require  two-thirds 
of  the  projected  total  capital  expenditures.   These  needs  are  summarized  below. 


Texas  Water  Development  Board,  1992. 
Environmental  Protection  Agency,  1992. 
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Table  5 

WASTEWATER  COLLECTTON  AND  TREATMENT 
n  993-2003) 

<US  dollars  in  millions) 

COST 

TIMEFRAME 

MEXICO 

Tijuana 
Nogales 

$    324* 
115" 

(94-10) 
(93-95) 

Mexican 
Juarez 

447" 
850" 

(93-97) 
(94-98) 

Reynosa 
Matannoros 

285" 
294" 

(93-03) 
(96-99) 

Tecate 
Others  (5) 

227" 
262" 

(93-08) 
(93-05) 

SUBTOTAL: 

$  2,804 

UNITED  STATES 

San  Diego 
Calexico 

$     244"" 
72"" 

(93-03) 
(93-03) 

Nogales 

TX  Municipal 

17"" 
592 

(93-03) 
(93-03) 

Colonias 

550 

(93-03) 

SUBTOTAL: 

$  1,475 

TOTAL 

«  4,279 

Cosl  of  international  wastewater  treatment  plan  as  estimated  by  the  San  Diego  Clean  Water  Program,  1993. 

International  Boundary  and  Water  Commission  (TBWC)  Sanitation  Issues,  prepared  for  U.S.  Section-IBWC  by 

U.S.  Army  Corps  of  Engineers,  September  1992. 

Southwest  Border  Infrastructure  Initiative,  BorderTrade  Alliance,  Federal  Report,  February  1992. 
*  Southwest  Border  Infrastructure  Initiative,  BorderTrade  Alliance,  Federal  Report,  February  1992 

and  Final  Report,  February  1993. 
**        Texas  Water  Development  Board,  1992. 
*♦*       Texas  Water  Development  Board  and  Environmental  Protection  Agency,  1992. 

Note:  Through  IBWC,  the  United  States  and  Mexico  are  committed  to  implement  and  cost  share  the 
following  projects:  (1)  $250  million  for  an  international  plant  for  Tijuana,  under  development  in  San 
Diego;  and  (2)  $56  million  for  a  facility  for  Laredo  and  Nuevo  Laredo.  Vie  governments  are  discussing 
a  possible  commitment  of$100-$150  million  for  the  New  River  (Mexicali),  which  is  contained  in  the  Army 
Corps  of  Engineers  needs  estimate  for  Mexicali. 

Importantly,  SEDESOL  has  initiated  a  program  to  foster  the  construction  of  wastewater 
treatment  plants  via  a  build-operate-transfer  scheme.  Global  investment  in  this  program  is 
budgeted  at  $335  million  in  ten  cities,  two  of  which  are  on  the  border  (Juarez  and  Nuevo 
Laredo,  at  $45.5  million  and  $22.6  million,  respectively). 

Through  1992,  based  on  National  Commission  on  Municipal  Development  data,  the  seven 
principal  Mexican  border  cities  collected  a  weighted  average  of  13.23%  of  total  sewage  flows 
(at  60  gallons  per  day  per  capita).  State  and  local  officials  are  now  placing  emphasis  on  the 
extension  of  sewage  collection  systems  to  low-income  housing  areas,  where  25  %  of  the  border 
population  resides. 

Mexican  officials  have  also  sought  on  an  experimental  basis  to  address  the  need  for  water 
and  wastewater  treatment  in  advance  of  the  construction  of  housing.  A  "sites  and  services" 
program,   patterned  after  U.S.   AID,   Inter- American  Development  Bank  and  World  Bank 
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programs  elsewhere,  provides  the  prospective  homeowner  with  a  lot  and,  over  a  short  period 
of  years,  electricity,  water  and  wastewater  treatment. 

One  such  program  in  Mexicali  provides  a  lot  and  services  over  a  3-5  year  period  at  a 
delivered  cost  of  about  $2,000  to  $4,000.  The  owner  makes  a  small  downpayment,  pays  a  low- 
interest  mortgage  and  pays  fees  for  utilities.  Over  time,  and  typically  without  financing,  the 
owner  first  builds  a  house  out  of  recycled  materials  and  later,  as  economic  circumstances 
warrant,  upgrades  the  house  to  higher  standards.  In  the  meantime,  basic  water  and  wastewater 
needs  are  met  through  connection  to  municipal  utilities. 

Continued  economic  growth  will  increase  the  ability  of  users  to  pay  for  sewage  collection 
and  treatment,  a  key  factor  in  the  financing  and  availability  of  the  service.  However,  Mexicans 
are  not  presently  charged  for  sewer  service  in  the  border  region,  and  the  notion  that  separate 
payment  will  be  required,  in  addition  to  payment  for  water,  has  not  as  yet  been  broadly  accepted 
by  residential  users.  In  certain  cases,  payments  by  industrial  users  have  been  implemented  and 
accepted. 


Municipal  Solid  Waste  Requirements 

Mexico's  rate  of  per  capita  waste  generation  is  1.4  lbs.  per  day,'*  which  is  well  below 
the  U.S.  average  of  4.3  lbs.  per  day.'^  Collection  and  disposal  systems  adequate  to  capture 
most  of  the  garbage  are  not  available  based  on  U.S.  standards,  nor  are  there  sanitary  landfill 
facilities  in  place  for  disposal.  In  the  border  area,  solid  waste  collection  is  handled  by  municipal 
authorities,  and,  for  all  but  the  maquiladoras  and  large  companies,  the  service  is  free. 

Municipal  solid  waste  collection  and  disposal  systems  in  the  United  States  are  at  very 
different  levels  of  development  from  those  in  Mexico.  In  the  United  States,  municipal  solid 
waste  collection  systems  in  urban  areas  have  been  in  place  for  years  and  cover  close  to  100% 
of  the  waste  generated.  By  the  end  of  1993,  all  urban  municipal  waste  in  the  United  States  must 
be  landfilled  in  accordance  with  Subtitle  D  regulations  under  the  Resource  Conservation  and 
Recovery  Act  of  1992  (RCRA)  and  portions  of  it  must  be  recycled.  Other  more  sophisticated 
methods  of  disposing  of  municipal  solid  waste  are  also  common,  such  as  waste-to-energy 
facilities  and  composting.  Most  of  the  costs  associated  with  municipal  solid  waste  disposal 
along  the  border  involve  additional  enforcement,  permitting,  planning  and  training  costs. 

In  the  U.S.  border  region  and  most  of  the  seven  major  border  communities,  solid  waste 
capacity  appears  sufficient  for  the  foreseeable  future.  The  Texas  Water  Development  Board  is 
projecting  $60  million  in  additional  landfill  requirements  through  the  year  2000,  and  in 
California,  San  Diego  County  is  planning  a  $60  million  expansion  of  its  San  Marcos  landfill  to 
cover  projected  future  capacity  requirements.  It  is  not  clear  at  the  present  time  what  additional 
expenditures,  if  any,  may  be  required  to  comply  with  federal  standards  over  the  next  ten  years 
although  several  communities,  including  Del  Rio  and  Presidio,  Texas  report  that  complying  with 
new  Subtitle  D  regulations  may  well  be  beyond  their  fiscal  capacity. 


"  U.S. -Mexico  Integrated  Border  Environmental  Plan,  February  1992. 

"  U.S. -Mexico  Integrated  Border  Environmental  Plan,  February  1992. 
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The  Integrated  Border  Environmental  Plan  in  1992  estimated  that  the  percentage  of 
garbage  actually  collected  in  Mexico  is  46%"  of  total  refuse  generated,  but  in  certain  areas  the 
percentage  may  be  as  high  as  72.5%."  Refuse  which  is  collected  is  transported  by  city-owned 
trucks  or  concessionaires  to  transfer  sites  and  then  hauled  to  open-air  dumps  and  landfills  some 
distance  from  the  urban  area.  These  landfills  may  or  may  not  be  owned  by  the  city,  but  have 
no  cover  or  sanitary  lining.  They  are  also  inexpensive.  The  City  of  Mexicali,  with  600,000 
residents,  is  charged  $3,000  per  month  by  private  landowners  for  use  of  a  site  19  miles  away. 

As  indicated  in  the  following  table,  with  a  projected  increase  of  waste  from  868,000  tons 
in  1992  to  1.27  million  tons  per  year  in  2003,  Mexico  will  require  an  investment  of  $322  million 
in  construction  of  sanitary  landfills  to  accommodate  100%  of  the  waste  stream.  This  assumes 
that  20-year  capacity  will  need  to  be  constructed  for  100%  of  the  compounded  2003  waste 
stream  at  $13/ton  for  basic  clay  liners,  using  data  developed  for  State  of  Texas  environmental 
officials.  Other  advanced,  more  expensive  forms  of  disposal  such  as  incineration  and  waste-to- 
energy  plants  will  probably  not  be  cost-effective  in  the  foreseeable  future,  in  view  of  plentiful 
vacant  land  in  the  area  for  years  to  come. 


Table  6 

MEXICO  LANDFILL*  COST  ESTIMATES  (1993-2003) 

Matropolhan  Ana 

2003  Estimate  of  Total 

Waat*  Ganar.  par  City 

(matric  tona)** 

Total  Landfill  Coat: 
Conamictlon  Only*** 

Tijuana 

332,068 

$     94,971,454 

Mexicali 

136,169 

$     38,944,222 

Nogales  (MX) 

63,435 

$      18,142,542 

Ciudad  Juarez 

294,705 

$     84,285,646 

Nuevo  Laredo 

57,520 

$     16,450,759 

Reynosa 

92,172 

$     26,361,071 

Matamoros 

151,133 

$     43,224,073 

TOTAtS 

1,127,202 

*   322,379.767 

Sources;     1.    Cost  Estimales:  Office  of  Ihe  Texas  Governor 

2.  Populalion  Estimates;  CNDM 

3.  Waste  Generation  Estimates;  SEDESOL 
*      Excludes  commercial  and  industrial  solid  waste. 

•♦     Total  municipal  solid  waste  generated  in  2003  based  on  .65  kg  per  capita  per  day  x  365. 

•••    Based  on  U.S.  landfill  construction  cost  estimates  of  J13.00/U.S.  ton  of  waste  with  a  usable  life  of  20  years. 


U.S. -Mexico  Integrated  Border  Environmental  Plan,  February  1992. 
Secretariat  of  Social  Development,  1993. 
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Hazardous  Waste  Facilities 


The  La  Paz  Agreement  of  1983  requires  that  hazardous  waste  which  is  a  by-product  of 
the  manufacturing  and  assembly  process  must  be  returned  to  the  country  which  sourced  the  raw 
materials.  Since  adoption  of  the  Integrated  Border  Environmental  Plan  in  1992,  United  States 
and  Mexican  environmental  and  customs  authorities  have  cooperated  in  methods  to  identify  and 
inventory  transboundary  hazardous  wastes.  This  volume  is  mainly  attributable  to  manufacturing 
and  assembly  operations  in  over  1,800  maquiladora  plants  located  in  Mexico's  border  area. 

A  computerized  tracking  system  is  being  developed  with  the  participation  of  SEDESOL 
and  EPA.  Based  on  existing  tracking  methods,  as  of  May  1993,  EPA  believes  that  nearly  6,000 
metric  tons  of  plastics,  paints,  solvents  and  other  hazardous  waste  are  now  returned  annually  to 
the  United  States. 

All  of  this  waste,  which  represents  80%-90%^°  of  the  original  volume,  is  transported 
and  processed  in  various  privately-operated  disposal,  treatment,  and  recycling  plants  throughout 
the  western  and  southwestern  United  States.  EPA  advises  that  capacity  and  demand  to  handle 
increasing  volumes  of  hazardous  waste  from  Mexico  is  more  than  adequate  for  the  foreseeable 
future. 


Environmental  Protection  Agency-Region  6,  1993. 
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Table  7 


MEXICAN  HAZARDOUS  WASTE  EXPORTS  TO  THE  UNITED  STATES 

(1987-1993) 


TONS  OF  U.S.  HAZARDOUS  WASTE  RECEIVED  FROM  MEXICO 


A,   DOO 


3,  ooa 


2,  5oa 


Ch-         c§>        (g>        cS>        c^         cQ-        cQ> 
^       ^       ^       ^       r^        ^       ^ 


B'A  nsoiON  a 
BRA.  neciON  7 

630 

0 

971 
0 

1BS1 
0 

aaas 

-1B1 

B306 

3465 

3O50 

1239- 

Bounce       S(>A    nCGICM    a    NAZAHOOUS  WASTt    rFMCKING    SrsTttJ  AS   Of:   M^T    13.     1993 
*    TV^E     15  A    e   TO    9    fcCWTH    Oe>r     IN   T«    BECEIPT    OF    WAHIFtSTS. 


Largely  as  a  result  of  public  concern  over  siting  issues,  there  are  presently  very  few 
hazardous  waste  treatment  facilities  in  close  proximity  to  the  U.S. /Mexico  border.  This  is  also 
the  result  of  speculation  that  total  waste  volumes  may  not  yet  be  sufficient  to  justify  a  facility 
in  the  border  area. 

A  March  1993  report  prepared  for  the  U.S.  Trade  &  Development  Agency  (TDA)  on  a 
definitional  mission  to  Mexico  City  on  this  subject  indicates  that  Mexico  has  a  single  major 
disposal  plant  in  Monterrey,  but  no  facilities  with  state  of  the  art  stabilization/solidification  or 
incineration  capability.  Using  a  projected  plant  cost  of  $250  million  contained  in  the  TDA 
report,  it  is  reasonable  to  assume  that  Mexico  could  utilize  at  least  three  of  these  facilities  along 
the  border  for  Mexican-sourced  hazardous  waste  over  the  next  ten  years. 
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rV.   FINANCING  AVAILABILITY  AND  GAPS 


Summary  of  Country  Capabilities 

The  United  States  and  Mexico  are  positioned  very  differently  with  regard  to  public  and 
private  revenues  to  meet  future  border  infrastructure  needs.  In  the  United  States,  the  states  and 
border  communities  have  access  to  federal  appropriations,  the  tax-exempt  bond  market,  and 
private  capital  and  user  revenues  for  a  broad  range  of  environmental  needs  and  facilities.  In 
Mexico,  the  federal  government  assumes  much  of  the  responsibility  with  grants  and  loans 
allocated  to  states  and  municipalities. 

Based  on  the  environmental  infrastructure  needs  assessment,  the  United  States  and 
Mexico  are  facing  a  potential  demand  for  $6.5  billion  in  new  capital  for  construction  of  border 
environmental  facilities  through  2003.  Adequate  public  and  private  resources  appear  to  be 
available  in  the  United  States  to  meet  these  needs,  although  income  levels  in  south  Texas  and 
in  New  Mexico,  among  the  poorest  regions  in  the  United  States,  may  strain  communities'  ability 
to  incur  additional  debt  service  costs  and  utility  rate  increases  for  water  and  wastewater  facilities. 
Beyond  the  $245  million  in  public  funds  for  wastewater  and  solid  waste  treatment  which  Mexico 
has  committed  from  1992-94,^'  as  part  of  the  Integrated  Border  Environmental  Plan,  it  is 
unclear  what  financial  resources  exist  from  any  public  or  private  sources  to  meet  a  requirement 
for  $4.4  billion  in  new  capital  over  the  next  ten  years.  In  Mexico,  in  the  absence  of  supportive 
institutional  and  financial  structures  and  adequate  property  tax  and  user  fee  revenues,  border 
communities  will  face  difficult  financing  conditions  for  infrastructure  development. 


Environmental  Sector  Financial  Analysis 

Water  Treatment  and  Distribution 

Virtually  all  U.S.  communities  along  the  border,  with  the  exception  of  El  Paso,  which 
utilizes  ground  water,  depend  on  flows  from  the  Rio  Grande/Rio  Bravo  and  Colorado  rivers  for 
agricultural,  municipal,  and  industrial  water  supplies.  Major  conveyance  and  infrastructure 
projects  are  financed  by  federal  grants  and  state  agencies,  using  federal  grants  and  general 
obligation  bonds  which  are  secured  by  tax  revenues  of  state  and  local  governments. 

The  Integrated  Border  Environmental  Plan  contains  no  specific  funding  for  the  extension 
of  potable  water  supplies  to  the  border  population  in  Mexico.  The  National  Water  Commission 
(CNA)  has  committed  to  provide  direct  water  and  sewage  services  to  96%  and  82%  of  the 
population,  respectively,  by  the  year  2006.  The  first  stage  of  the  program  through  1994  is 
estimated  to  cost  $4.5  billion  by  the  World  Bank.^^  Completion  of  the  program  by  2006  will 
require  a  total  of  $16  billion  nationwide. 


U.S. -Mexico  Integrated  Border  Environmental  Plan,  February  1992. 

World  Bank  Staff  Appraisal  Report  (ME-8973),  Water  Supply  and  Sanitation  project. 
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Of  a  program  of  $4.5  billion  for  water  and  sewage  through  1994,  the  Mexican 
government  plans  to  spend  $3  billion  for  water  treatment  and  distribution.  Approximately  $1 
billion  will  be  funded  by  the  federal  government  directly  and  another  $335  million  in  funding 
from  World  Bank  and  IDB  will  be  used,  with  a  deficit  of  $1.67  billion,  or  56%  of  the  total 
program,  to  be  funded  by  state  governments,  operating  agencies,  and  external  government 
borrowing.  The  multilateral  banks  have  successfully  participated  in  water  and  wastewater 
projects  for  several  major  cities  in  Mexico  and  could  be  called  upon  to  expand  their 
activities  to  help  close  this  deficit. 

World  Bank  and  IDB  loans  are  financing  a  combined  $500^^  million  of  the  national 
water  program.  These  funds  are  available  through  BANOBRAS  for  states,  municipalities,  and 
autonomous  agencies  to  extend  and  rebuild  water  delivery  and  infrastructure  systems.  With 
municipal  budgets  of  $10  million  per  year  in  border  cities  the  size  of  Reynosa  (which  had  a  1990 
population  of  282,000),  local  funds  for  these  purposes  are  negligible.  User  fees,  according  to 
IDB,  are  at  the  present  time,  "far  from  sufficiently  high  to  cover  operation  and  maintenance 
costs,  as  well  as  investment  cost." 

Applying  the  same  formula  to  estimated  drinking  water  needs  of  $497  million  on  the 
Mexican  side  of  the  border,  it  is  estimated  that  Mexican  states  and  municipalities  will  face  a 
deficit  of  $278^'*  million  in  federal  grants  and  multilateral  bank  loans  to  meet  forecast 
requirements  through  2003. 

Wastewater  Treatment  Facilities 

Assuming  that  the  Mexico  and  U.S.  Sections  of  the  IBWC  agree  to  a  combination  of  the 
project  requirements  contained  in  the  Army  Corps  of  Engineers  and  long-range  Integrated  Border 
Environmental  Plan,  each  country  could  be  responsible  for  over  $1  billion  in  capital  over  the 
life  of  the  development  schedule.  This  would  require  an  average  of  $100-150  million  per  year 
from  each  country  to  meet  a  ten-year  development  schedule. 

The  U.S.  Congress,  in  FYs  1992-93,  appropriated  $137  million  for  EPA  and  IBWC  to 
meet  project  commitments  in  Nuevo  Laredo  and  Nogales,  and  in  San  Diego  for  the  Tijuana  area. 
The  Mexican  government  has  committed  $41  million  for  approved  projects  in  the  period  1992-95 
and  a  total  of  $220  million  for  border  wastewater  requirements  during  the  1992-94  period.  The 
Clinton  Administration's  proposed  FY  1994  request  to  the  Congress  contains  $150  million  for 
Mexican  border  projects. 

Absent  new  commitments  by  the  United  States  and  Mexican  governments  beyond  the  FY 
1994  requested  annual  funding  levels  of  $150  million  in  the  United  States"  and  $73  million  in 


Inter-American  Development  Bank,  Loan  Documents-Water  Supply  and  Sewage  Program  (ME-0128), 
1992. 

Assumes  that  a  56  %  national  funding  deficit  for  water  supply  projects  will  apply  to  the  border  region. 

FY  1994  budget  request  by  EPA  for  border  wastewater  projects. 
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Mexico,^*  the  region  will  face  a  funding  shortfall  of  nearly  $574"  million  for  wastewater 
treatment  needs  between  1993  and  2003. 

The  United  States  has  no  framework  in  place  which  permits  EPA  and  the  U.S.  Section 
of  the  International  Boundary  and  Water  Commission  to  commit  future  year  funds  to  current 
bilateral  wastewater  projects.  Financial  commitments  by  the  United  States,  either  through  the 
IBWC  or  EPA  directly,  are  subject  to  the  uncertainty  of  the  annual  appropriations  process  in 
Congress.  Such  mechanisms  as  contract  authority,  multi-year  funding  agreements,  and  capital 
budgeting  are  tools  which,  if  legislated,  could  mitigate  this  uncertainty.  The  Administration 
requested  $150  million  for  these  projects  in  FY  1994,  including  $70  million  for  the  Tijuana 
international  plant  under  construction  in  San  Diego,  $60  million  for  the  Texas  and  New  Mexico 
colonias,  and  $20  million  for  projects  in  Mexicali  and  Nogales  and  other  border  communities. 
In  action  on  June  29,  the  House  of  Representatives  trimmed  the  request  for  the  Tijuana  plant  to 
$35  million,  and  made  it  an  SRF  loan,  not  a  grant.  However,  current  regulations  do  not  permit 
the  IBWC  to  be  the  owner  of  an  SRF-funded  facility.  The  balance  of  the  of  the  Administration's 
project  requests  were  committed  to  a  $500  million  grant  pool,  and  could  eventually  be  approved 
for  funding  subject  to  future  authorization  in  clean  water  legislation.  The  Senate  will  consider 
EPA's  border  funding  request  later  this  summer. 

U.S.  municipal  requirements  identified  during  the  study  period  will  most  likely  be  funded 
from  Clean  Water  State  Revolving  Funds  (SRFs),  which  have  gradually  replaced  EPA's 
construction  graiits  program  as  a  primary  source  of  capital  for  wastewater  treatment  facilities. 
Wastewater  SRFs,  in  which  states  obligate  their  federal  capital,  a  local  match  of  at  least  20% 
and  in  some  cases  leveraged  bond  proceeds,  provide  municipalities  with  low-interest,  long-term 
loans  for  construction  and  improvement  of  water  treatment  plants.  Current  law  limits  SRFs 
to  publicly-owned  facilities,  without  private  participation. 

The  current  authorization  for  federal  grants  to  the  wastewater  SRF  program  expires  at 
the  end  of  FY  1994.  Congress  appropriated  $1.9  billion  for  this  program  in  FY  1993.  The  FY 
1994  appropriations  bill  for  EPA,  which  was  approved  by  the  House  in  June,  would  make 
approximately  $1.25  billion  available  next  year  for  this  purpose.  The  Clinton  Administration, 
which  is  a  strong  supporter  of  the  wastewater  SRF  program,  believes  that  upwards  of  $2  billion 
a  year  is  needed  for  the  program  beginning  in  FY  1995  and  is  asking  Congress  to  authorize  this 
amount  in  clean  water  authorization  legislation  now  under  consideration  in  the  House  Public 
Works  Committee. 

EPA  advises  that  wastewater  SRFs  nationally  contained  at  least  $11  billion  in  available 
capital  at  the  end  of  FY  1992.  As  indicated  below,  the  four  border  states  -  California,  Arizona, 
New  Mexico,  and  Texas  -  have  SRFs  with  FY  1992  balances  totaling  $1,067  billion,  with 
another  $247.7  million  to  be  added  from  appropriated  EPA  funds  this  fiscal  year.  As  long  as 
federal  appropriations  fo'  SRFs  continue,  capital  availability  on  the  U.S.  side  for  municipal 
wastewater  needs  is  not  a  constraint.  It  is  important  to  note,  however,  that  communities  compete 
for  these  loan  funds  on  the  basis  of  need  and  ability  to  repay.  Some  U.S.  border  communities. 


Ajinual  level  of  Mexico's  commitment  to  border  wastewater  projects  for  FY  1992-94. 

Projected  shortfall  of  $574  million  is  the  difference  between  projected  ten-year  revenue  of  $2,230  billion 
($1.5  biilion/U.S.  and  $730  million/Mexico)  and  needs  of  $2,804  billion  as  outlined  in  Table  5. 
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with  per  capita  incomes  among  the  lowest  in  the  nation  and  with  low  or  non-existent  credit 
ratings,  may  be  limited  in  their  ability  to  raise  the  local  match  and  repay  loans  from  the  SRF. 


Table  8 

EPA  CLEAN  WATER  SRF  BALANCES 
FYS  1992-93 

Cumulative 
Capitalization 

Grants 
(FYs  1988-921 

FY  1993  SRF 
Allotment* 

Required  20% 

State  Match 

(FYs  1988-92) 

Required  20% 

State  Match 

for  FY  1993 

Allotment 

Arizona 

$      39,875,800 

$    12,981,969 

$     7,975,160 

2,596,394 

California 

533,096,675 

137,465,064 

106,619,335 

27,493,013 

New  Mexico 

41,023,495 

9,431,000 

8,204,699 

1,886,200 

Texas 

452,648,738 

87,850,125 

90,529,748 

17,570,025 

TOTAL 

♦1,066,644,708 

»247,728t,158 

*213,328,942 

*49,545,632 

*  These  suiea  have  not  yet  received  their  FY  1993  capitalization  grants. 

Texas  and  New  Mexico  have  funding  programs  for  water  and  sewer  development  needs 
in  colonias.  Texas  voters  have  approved  $250  million  in  bonds  to  fund  colonia  water  and 
wastewater  projects.  The  Texas  Water  Development  Board  has  issued  $4,735  million  in  water 
bonds  and  $12.7  million  in  wastewater  bonds.  In  New  Mexico,  success  has  been  achieved  in 
providing  water  supplies,  and  sewer  systems  to  a  lesser  extent,  for  a  majority  of  the  colonias. 
At  the  federal  level  in  FY  1993,  Congress  appropriated  $60  for  EPA  and  $25  million  for  the 
Farmers  Home  Administration  (FmHA)  to  address  environmental  needs  in  the  colonias. 

Solid  Waste  Facilities 

According  to  the  Integrated  Border  Environmental  Plan,  and  a  subsequent  report  by  the 
SEDESOL  in  September  1992,  the  Mexican  government  has  earmarked  $25  million  for  first 
stage  construction  of  sanitary  landfill  sites,  and  purchase  of  collection  and  disposal  equipment, 
in  all  principal  Mexican  border  communities  during  the  1990-94  period.  In  1992,  for  example, 
the  government  programmed  $4  million  for  sanitary  landfills  in  Ciudad  Juarez,  and  in  Nogales 
another  $1.8  million  was  committed  to  the  purchase  of  collection  equipment  and  construction 
of  a  sanitary  landfill  for  Nogales.  Nuevo  Laredo,  Reynosa,  and  Matamoros  each  received  $2 
million  last  year  for  new  solid  waste  facilities. 

With  a  forecast  requirement  of  $322  million  in  sanitary  landfill  construction  costs  alone 
through  2003,  it  will  be  a  challenge  for  these  communities  to  develop  solid  waste  incineration 
or  recycling  programs  over  the  ten-year  study  period.  However,  the  availability  of  sites  at 
reasonable  investment  levels  is  encouraging. 

On  the  U.S.  side,  in  the  rural  border  region  (outside  the  San  Diego  area)  where  low-cost 
land  is  readily  available,  privately-operated  sanitary  landfills  will  continue  to  provide  an 
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economic  and  effective  form  of  treatment  and  disposal  for  solid  waste.  Except  for  $60  million 
in  needs  reported  by  the  State  of  Texas  and  a  $60  million  expansion  of  the  San  Marcos  landfill 
in  San  Diego  County,  none  of  the  principal  border  communities  reported  unfunded  solid  waste 
needs  in  the  Border  Trade  Alliance  survey  of  infrastructure  needs. 

Hazardous  Waste  Treatment  and  Disposal 

The  Integrated  Border  Environmental  Plan  contains  funding  for  tracking  and  gathering 
data  on  the  movement  of  hazardous  wastes,  transboundary  and  in  Mexico,  but  there  are  no  funds 
allocated  for  construction  or  capital  support  of  new  facilities.  A  U.S.  Trade  and  Development 
Agency  (TDA)  sponsored  mission  in  1992  to  assess  the  need  for  a  border  hazardous  waste 
facility  in  Mexico  concluded  that  a  feasibility  study  could  not  be  justified  at  this  time. 

A  different  1993  TDA  definitional  mission  report  estimates  capital  costs  for  a  full-service 
hazardous  waste  facility  to  serve  the  Mexico  City  area  are  estimated  at  $250  million.  Three 
plants  on  the  Mexican  side  of  the  border  could  cost  in  the  range  of  $750"*  million. 

Financing  for  these  facilities  would  depend  on  revenue  generating  potential,  but  would 
most  likely  come  from  private  sources,  such  as  a  turn-key  constructor.  Permanent  financing  in 
the  international  capital  markets  would  require  feasibility  studies  and  firm,  long-term  contracts 
with  industrial  plants  which  would  send  waste  to  the  facility.  Feasibility  studies  for  these  plants 
could  be  financed  by  TDA,  multilateral  banks,  or  the  maquiladora  plants. 


Capital  Availability 

From  Multilateral  Banks 

World  Bank  and  Inter-American  Development  Bank  (IDB)  have  historically  been 
Mexico's  main  source  of  foreign  debt  capital  for  infrastructure,  including  water  and  wastewater 
treatment  projects.  This  capital  is  usually  matched  by  federal  agencies  on  a  50/50  basis  and 
disbursed  to  Mexican  communities  through  SEDESOL,  NAFINSA  (Nacional  Financiera, 
S.N.C.),  or  BANOBRAS  (Banco  Nacional  de  Obras  y  Servicios  Piiblicos). 

The  World  Bank 

During  the  seven-year  period  1987-1993,  World  Bank  has  supplied  $12,590  billion  to 
Mexico  in  loan  capital  for  various  projects  in  46  separate  loans.  Loans  in  the  trade  and  industry 
and  agriculture  sectors  account  for  50%  of  total  bank  lending  to  Mexico,  and  the  transportation, 
water,  power,  housing  and  telecommunications  and  environmental  sectors  as  a  group  account 
for  approximately  28%  of  the  bank's  total  lending. 


Three  plants  in  the  border  area.  Cost  data  is  derived  from  a  March  1993  preliminary  market  analysis  for 
a  hazardous  waste  facility  in  Mexico  City.  The  analysis  was  funded  by  the  U.S.  Trade  &  Development 
Agency. 
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The  bank  currently  has  one  loan  in  the  water  supply  and  sanitation  area  for  $300  million 
(3271-MXC)^',  which  became  effective  in  June  1992,  and  a  $25  million  loan  (2669-MXC), 
effective  September  1986,  to  assess  the  potential  for  solid  waste  plants  and  collection  systems 
in  nine  Mexican  cities.  There  are  currently  no  loans  in  the  hazardous  waste  sector.  Loans  in 
the  current  pipeline  for  Mexico  total  at  least  $1.2  billion  and  are  at  various  stages  in  the 
appraisal  and  approval  process.  They  are  concentrated  in  land  ownership,  agriculture  and 
rainfed  area  development,  transportation,  and  the  rural  financial  sector. 

It  may  be  expected  that  World  Bank  lending  levels  will  approximate  $1.2  billion  to  $1.5 
billion  annually  over  the  next  decade  and  that,  broadly,  30%  of  this  will  support  environmental 
infrastructure  nationwide.  Programmatic  discussions  between  the  World  Bank  and  Mexico  may 
result  in  the  targeting  of  between  $200-$500  million  annually  for  border  environmental 
infrastructure. 

Inter-American  Development  Bank 

IDB  has  financed  Mexican  water  and  sanitation  for  some  time.  Currently  IDB  has  a  loan 
for  $200  million,  which  was  approved  in  January  1992  (ME-0128)'°  as  a  line  of  credit  for 
municipal  water  supply  and  sewage.  IDB  is  currently  financing  extensive  potable  water  and 
sewage  treatment  projects  in  Monterrey  (ME-0138)  and  Tijuana  (ME-0119)  and  will  continue 
this  program  in  the  future. 

IDB  has  another  $330  million  of  environmentally-related  loans  in  the  pipeline  for  Mexico 
in  1993-94,  including  loans  for  a  municipal  development  program  (ME-0051)  of  $80  million; 
tourist  works,  including  equipment  for  water  and  sewage  (ME-0127)  of  $150  million;  and 
housing  development  (ME-0053),  with  funding  of  $100  million  for  sites  and  services  and 
sanitary  facilities  for  the  low-income  population. 

Bank  officials  estimate  that  Mexico,  in  recent  years,  has  borrowed  some  $800-$950 
million  in  new  funds  annually.  The  Bank  expects  total  borrowing  by  Mexico  to  approach  $3.5 
billion  during  the  three- year  period  FYs  1994-96.  This  would  include  $1.4  billion  in  each  of 
the  first  two  years  and  $720  million  in  FY  1996.  As  yet.  Bank  officials  and  the  government  of 
Mexico  are  not  able  to  estimate  the  amounts  or  timing  of  lending  for  environmental 
infrastructure. 

From  U.S.  Banks 

Export-Import  Bank 

The  Export-Import  Bank  of  the  United  States  (Eximbank)  is  also  a  major  source  of 
financial  support  for  environmental  projects  in  Mexico.  Eximbank  has  commitments  totaling 
over  $8  billion  in  Mexico,  more  than  in  any  other  country  in  the  world.  Eximbank  can  assist 
companies  with  export  insurance  and  also  offers  direct  project  loans  and  guarantees  for  up  to 
85%  of  the  U.S.  export  value.   Supported  U.S.  exports  must  contain  a  minimum  of  50%  U.S. 


"  Internal  World  Bank  loan  designation. 

^°  Internal  IDB  loan  designation. 
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content.  The  Export-Import  Banks  of  the  United  States  and  Japan  have  made  programs  available 
to  Mexico  for  environmental  projects. 

From  Mexican  Banks 

Nacional  Financiera.  S.N.C. 

NAFINSA's  principal  activities  are  the  funding  of  loans  made  by  Mexican  commercial 
banks  and  other  financial  intermediaries  to  private  sector  companies  and  the  disbursement  of 
loans  to  public  sector  entities  as  a  financing  agent  of  the  government.  As  part  of  its  wholesale 
lending  operations,  NAFINSA  also  provides,  through  intermediaries,  import  and  export  finance 
to  Mexican  companies.  As  a  principal  financing  agent  of  the  government,  NAFINSA  disburses 
funds  provided  to  Mexico  by  multilateral  organizations,  foreign  governments  and  governmental 
agencies.  Currently  NAFINSA  has  two  programs  to  provide  financing  for  infrastructure 
development:  (1)  the  industrial  infrastructure  devel  .pment  program;  and  (2)  an  environmental 
improvement  program.  Both  programs  include  two  forms  of  participation  (1)  through  credit 
discounts  to  commercial  banks  and  other  financial  intermediaries  involved  in  project  development 
and  (2)  by  providing  guarantees  to  cover  credit  risk  associated  with  the  issuance  of  domestic  and 
foreign  commercial  paper.  The  amount  of  coverage  for  such  guarantees  is  determined  on  a  case- 
by-case  basis.  To  qualify  under  the  industrial  infrastructure  development  program  developers 
and/or  investors  have  to  make  a  minimum  equity  investment  of  20%  of  the  total  investment, 
except  for  leasing  and  relocation  projects. 

Banco  Nacional  de  Obras  y  Servicios  Publicos 

BANOBRAS  is  a  development  bank  which  plays  an  important  role  in  the  integrated 
border  environmental  plan  as  a  vehicle  to  fully  or  partially  finance  water,  wastewater  treatment, 
solid  waste  management  and  transportation  projects.  Its  financing  programs  include  federal, 
state,  municipal  and  international  financial  resources.  To  qualify  for  the  use  of  BANOBRAS 
funds,  projects  must  be  submitted  with  a  study  its  social,  economic  and  financial  feasibility. 
Credits  may  be  obtained  from  BANOBRAS  to  fund  these  studies  through  a  bridge  loan  that  will 
be  added  to  the  project  cost  if  the  project  is  undertaken;  however,  if  the  project  is  not 
undertaken  the  credit  is  amortized  over  three  years  at  market  rates.  Furthermore,  BANOBRAS 
supports  the  participation  of  the  private  sector  in  the  development,  construction,  operation  and 
financing  of  projects  through  concessions  or  service  contracts.  BANOBRAS  extends  a 
contingent  credit  to  the  municipal  government  granting  the  concession  or  contract  which 
guarantees  the  payment  of  any  obligations  of  the  municipal  government  to  the  private  sector. 

Private  Financial  Institutions 

The  recently  privatized  banking  sector  has  been  active  in  providing  credit  for  the 
construction  of  infrastructure  projects.  Lending  criteria  varies  from  institution  to  institution  and 
their  evaluation  of  risks  and  the  associated  levels  of  project  exposure  is  being  reassessed  due  to 
their  most  recent  experience  with  the  Toll  Road  Privatization  Program.  Each  financial  institution 
is  developing  a  strategy  which  ensures  them  a  niche  in  this  evolving  market.  At  this  point  it  is 
difficult  to  make  gencializations  with  respect  to  their  criteria  but  their  participation  in  the 
development  of  environmental  infrastructure  is  certain.  Financing  for  water  and  wastewater 
projects,  for  example,  will  include  a  private  financial  intermediary  which  receives  a  line  of  credit 
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from  NAFINSA  or  BANOBRAS.  This  line  of  credit  is  then  passed  on  to  the  private  consortium 
at  a  rate  two  to  three  points  above  the  rate  offered  by  the  development  bank. 

Multilateral  Participation  in  Private  Sector  Financing 

ECO  Program  -  World  Bank 

In  1989,  World  Bank  introduced  a  program  known  as  Enhanced  Cofmancing  Operation 
(ECO),  which  does  give  member  countries  some  flexibility  in  using  their  loan  funds  to  support 
public  and  private  projects.  ECO  can  be  used  to  cover  up  to  50%  of  the  net  present  value  of 
project  debt  against  all  risks,  or  in  a  stand-by  or  back-up  capacity,  100%  of  the  obligation 
amount  for  policy/political  risk.  World  Bank  requires  a  counter-guarantee  of  ECO  funds  by  the 
host  government.  To  date  no  private  sector  transactions  have  closed  using  the  ECO.  Mexico 
is  eligible  for  the  program. 

International  Finance  Corporation/World  Bank 

The  International  Finance  Corporation  (IFC)  has  been  World  Bank's  answer  to  the 
demand  for  project  financing  by  the  private  sector  in  developing  countries.  IFC  resembles  an 
investment  bank,  with  total  capital  of  $2.3  billion,  and  a  specialized  interest  in  minority  equity 
(10% -15%)  and  debt  positions  (10%-20%)  in  corporate  projects  in  developing  countries.  Since 
1958,  when  IFC  was  launched  by  World  Bank,  it  has  participated  in  55  projects  in  Mexico,  with 
total  debt  committed  of  $981  million  and  equity  investment  of  $1 18  million.  Of  seven  Mexico 
transactions  in  which  IFC  participated  in  1992,  only  one  was  a  private  infrastructure  project,  the 
first  ever  for  the  IFC  in  Mexico.  IFC  participated  with  a  commitment  of  $13.75  million  as  part 
of  a  $300  million  toll  road  bond  issue  which  was  secured  by  project  revenues. 

According  to  IFC  officials,  at  the  present  time,  no  applications  to  finance  border 
environmental  infrastructure  projects  are  under  review.  However,  there  are  no  existing 
impediments  to  such  lending  or  investment. 

Inter-American  Investment  Corporation/Inter-American  Development  Bank 

In  1989,  IDB  capitalized  the  Inter-American  Investment  Corporation  (IIC)  to  support  the 
development  of  private  sector  enterprise  in  Latin  America.  In  the  four  years  since,  IIC  has 
invested  a  total  of  $330  million  in  some  78  projects,  of  which  seven  are  in  Mexico  representing 
total  bank  of  $33.21  million.  IIC  focuses  on  small  and  medium  size  companies  and  has  been 
active  in  such  areas  as  agribusiness  and  shrimp  farming,  port  facilities,  mining,  satellite 
communications  networks,  and  bus  terminals.  Like  IFC,  IIC  views  its  role  as  helping  mobilize 
capital  resources  from  other  sources  for  projects  in  which  it  is  involved.  To  date,  with  its 
limited  capital  resources,  IIC  has  not  chosen  to  emphasize  investments  in  Mexican  infrastructure. 


Access  to  Domestic  and  Foreign  Debt  Capital 

Investor  confidence  in  Mexico's  economy  and  capital  markets  is  growing,  the  capacity 
of  the  markets  to  handle  debt  instruments  with  maturities  in  the  5-7  year  range  is  expanding. 
The  government's  peso  debt  issues  are  now  rated  investment-grade  by  Standard  &  Poor's.  This 
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bodes  well  for  Mexico's  increased  ability  to  access  public  and  private  capital  markets  in  order 
to  fund  environmental  infrastructure  projects. 

Mexico  is  attracting  foreign  investors  with  high  domestic  interest  rates  (19.5%/28-day 
treasury  bills),  a  widening  number  of  direct  investment  opportunities,  and  a  liberalization  of 
foreign  investment  rules. 

The  Salinas  Administration's  economic  program  has  tried  to  direct  public  spending  to 
social  programs  and  to  depend  on  the  private  sector  for  the  country's  economic  growth.  To 
achieve  the  objective  of  sustainable  economic  growth  and  modest  inflation,  the  Administration 
has  instituted  tough  monetary  and  fiscal  controls  to  encourage  foreign  investment  in  external 
government  debt  issues  and  domestic  private  enterprise. 

As  reported  in  an  April  1993  economic  and  financial  digest  from  the  U.S.  Embassy  in 
Mexico  City,  by  year-end  1992,  the  government  retired  35.4%  of  its  internal  debt  in  real  terms, 
from  $55.4  billion  (U.S.)  in  December  1991  to  $39.8  billion  one  year  later.  Mexico's  external 
debt,  increased  to  take  advantage  of  lower  interest  rates  abroad,  settled  at  $105  billion  in  1992, 
of  which  approximately  $85  billion  is  owed  by  the  public  sector  and  the  central  bank. 
Government  expenditures  have  declined  because  of  lower  debt  servicing  costs. 

Mexican  private  sector  companies,  public  sector  agencies,  and  financial  institutions  are 
freely  accessing  the  international  markets  for  debt  with  medium  term  securities  of  8  to  10  years. 
During  1992,  20  Mexican  companies  and  three  commercial  banks  made  debt  placements  totaling 
$3,185  billion.  In  the  same  year,  several  government  development  banks,  two  parastatals,  and 
the  federal  government  placed  13  separate  debt  issues  in  the  international  markets,  raising 
$1,250  billion  in  capital.  Recent  government  borrowing  rates  on  dollar-denominated  securities 
have  been  at  2%  over  U.S.  Treasury  notes  with  comparable  maturities. 

Infrastructure  projects  in  Mexico  continue  to  be  financed  with  domestic  bank  loans,  but 
prospects  are  improving  for  acceptance  of  infrastructure  project  finance  in  the  international 
markets.  Thus  far,  only  a  partial  refinancing  of  the  Mexico-Toluca  toll  road  has  been 
accomplished  outside  the  country.  Private  capital  for  rehabilitation  and  operation  of  Mexico 
City's  water  system,  for  which  service  contracts  were  recently  awarded  to  private  firms,  will 
likely  come  from  outside  Mexico.  This  transaction  could  set  the  terms  for  future  private 
financings  to  occur  with  border  infrastructure. 


Sources  of  Tax  Revenue  Available  to  Mexican  States 

Mexican  states  rely  almost  entirely  on  the  federal  government  for  distributions  to  cover 
state  expenditures.  Specifically,  Mexican  states  rely  on  (1)  limited  special  tax  revenues  and  (2) 
special  program  distributions  from  the  federal  government. 

With  respect  to  taxes,  Mexican  states  are  able  to  levy  and  collect  three  types  of  taxes: 
(1)  real  estate  transfer  taxes;  (2)  auto  ownership  taxes;  and  (3)  salary  taxes.  The  maximum 
amount  a  Mexican  state  can  charge  for  a  tax  is  set  by  the  federal  government.  A  major  source 
of  income  for  Mexican  states  is  the  value  added  tax  (VAT).  The  federal  government  has  set  the 
VAT  rate  at  10  percent  for  most  goods  and  services  and  zero  percent  for  exports.     The 
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Secretariat  of  Finance  (Hacienda)  collects  the  VAT  and  redistributes  a  portion  of  its  collections 
to  the  Mexican  states  based  on  the  amount  of  VAT  collected  in  each  Mexican  state. 

With  respect  to  special  program  distributions,  the  federal  government  makes  distributions 
to  Mexican  states  to  cover  education  and  health  care  expenses.  Mexican  states  also  receive 
money  for  public  works  projects  such  as  the  construction  of  federal  highways  and  bridges. 
However,  the  Salinas  administration  has  made  a  major  effort  to  rely  on  the  private  sector  for 
these  types  of  projects. 

Borrowing  by  Mexican  states  and  municipalities  is  strictly  limited  by  Article  117,  Section 
VIII,  of  the  Mexican  Constitution.  Section  VIII  absolutely  prohibits  Mexican  states  and 
municipalities  from:  (a)  contracting  any  type  of  obligation  or  credit  with  foreigners;  (b)  issuing 
foreign  currency  denominated  debt;  or  (c)  accepting  loans  from  foreign  governments.  Section 
VIII  does  allow  Mexican  states  and  municipalities  to  borrow  in  pesos,  from  Mexicans,  to  pay 
for  a  project  that  will  generate  revenue.  In  practice,  however,  such  borrowing  is  difficult 
because  of  very  low  credit  ratings. 

Because  the  Mexican  revenue  and  expenditure  system  is  so  centralized,  most  major 
projects  are  funded  at  the  federal  level  or  through  a  state-owned  corporation  (such  as  Pemex  or 
one  of  Mexico's  development  banks).  Unlike  the  Mexican  states,  the  Federal  District  may  issue 
foreign  currency  denominated  securities,  but  such  issuances  are  uncommon  and  costly  because 
of  the  Federal  District's  low  credit  rating. 

El  Predial  Real  Estate  Tax 

The  municipal  governments  levy  an  annual  tax  on  real  property  based  on  the  established 
valuation  of  each  assessed  parcel  of  real  property.  The  Predial  tax  applies  to  residential  and 
commercial  real  property  and  is  based  on  an  historically  outdated  assessed  value  of  the  real 
property  parcel.  The  municipal  governments  set  the  Predial  tax  as  a  percentage  of  the  assessed 
parcel  value.  The  percentage  varies  according  to  zones  established  by  the  municipal 
governments.  Local  tax  assessors  make  yearly  evaluations  of  the  average  increase  in  property 
value  by  zone.  The  established  assessed  valu6  of  a  parcel  is  then  increased  by  the  average 
percentage  increase  of  property  within  its  respective  zone.  The  municipal  governments  within 
the  Mexican  states  are  responsible  for  the  collection  of  the  Predial  taxes. 

According  to  SEDESOL,  the  Predial  tax  revenue  stream  has  evolved  from  0.07%  of  the 
GNP  in  1987  to  0.2%  in  1991.  SEDESOL  reports  that  the  national  goal  is  to  increase  the 
Predial  revenue  stream  to  2.0%  of  the  GNP  in  the  next  five  years. 

The  idea  of  dedicating,  on  a  temporary  basis,  the  increase  in  Predial  tax  revenue  to 
secure  local  bonds  for  infrastructure  investments  should  be  considered  as  an  option.  The 
advantages  of  using  the  Predial  tax  to  pay  for  infrastructure  costs  for  the  Mexican  border  states 
are:  (1)  the  real  property  basis  of  the  tax;  (2)  the  existing  geographical  basis  of  the  tax  (by 
zones);  (3)  the  fact  that  every  homeowner  already  pays  the  Predial  tax  each  year;  and  (4)  the 
similarity  to  the  U.S.  model  of  municipal  real  property  tax  planning. 
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Legal  and  Regulatory  Impediments 

Financial  Structure  and  Capacity 

•  Mexican  states  and  localities  have  been  traditionally  restrained  from  developing 
a  separate  revenue  base  to  fund  public  improvements.  This  has  been  an 
impediment  to  the  development  of  a  system  of  municipal  finance  in  Mexico. 
Border  communities  are  now  highly  dependent  on  scarce  federal  monies  and  loans 
from  the  World  Bank  and  Inter- American  Development  Bank  which  flow  through 
BANOBRAS. 

•  Mexican  tax  law  does  not  permit  the  use  of  municipal  tax-exempt  bonds  in 
domestic  capital  markets.  The  use  of  such  bonds  could  be  a  significant 
inducement  for  the  public  sector  to  undertake  capital  improvements  with  a  lower- 
cost  form  of  financing  and  favorable  returns  for  tax-sensitive  investors. 

•  EPA  has  a  number  of  grant-related  restrictions  on  private  participation  in 
wastewater  plants  funded  with  loans  from  State  Revolving  Funds  (SRFs).  SRF 
funds  can  be  used  to  support  only  the  publicly-owned  elements  of  any  project. 

•  Commingled  public  and  private  investment  in  cross-border  waste  treatment  plants 
funded  by  SRF  loans,  would  also  be  prohibited  because  of  federal  requirements 
for  100%  public  ownership  of  SRF-funded  facilities.  The  recipient  of  the  SRF 
funds  must  hold  the  title  to  the  facility. 

Multilateral  Lending  Impediments 

•  Charter  provisions  of  the  World  Bank  and  bond  covenants  of  the  IDB  require 
sovereign  guarantee  of  repayment  of  any  funds  which  are  loaned  to  Mexico, 
regardless  of  the  political  subdivision.  As  Mexico  continues  to  decentralize  its 
economic  apparatus  and  utilize  private  solutions  to  its  infrastructure  needs,  access 
to  multilateral  funding  becomes  more  complex. 

•  World  Bank  and  IDB  funds  are  available  only  for  use  outside  the  United  States, 
and  without  charter  modifications,  probably  cannot  be  used  by  Mexico  to 
construct  joint  facilities,  such  as  wastewater  treatment  plants  which  serve  U.S. 
and  Mexican  needs. 

•  The  U.S.  Treasury  should  be  encouraged  to  reexamine  its  position  on  the  use  of 
complementary  credits  by  mulitilateral  banks  as  a  catalyst  to  attract  private 
investment. 

Public/Private  Partnerships 

•  Private  companies  in  Mexico  may  undertake  the  development  and  transmission 
of  water  supplies  through  service  contracts,  but  the  law  prohibits  concessions  for 
facilities  to  distribute  water  to  end  users  and  bill  them  for  the  service. 
Municipalities  can  use  service  contracts  for  this  purpose  and  in  the  future,  with 
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changes  to  the  law,  may  be  able  to  award  actual  concessions  for  municipal  water 
systems. 

•  In  the  United  States,  there  is  limited  availability  of  private  liability  insurance  to 
cover  investors  against  the  risks  of  future  regulatory  requirements  and  the 
possibility  of  plant  closure. 

•  Some  state  laws  require  local  governments  to  subject  contracts  with  the  private 
sector  to  annual  approval  and  appropriations.  These  requirements  can  impose  a 
high  degree  of  uncertainty  over  the  long  term,  giving  investors  reason  to  question 
a  project's  ability  to  amortize  capital  costs  and  earn  a  return  over  its  useful  life. 

•  The  inability  of  Mexican  states  and  municipalities  to  enter  into  financing 
obligations  in  dollars  effectively  prevents  these  entities  from  accessing  the 
international  capital  markets  while  local  financial  markets  develop  longer  term 
capacity. 

Foreign  Investment  Risk 

•  Despite  sacrifices  made  and  positive  results  obtained  in  economic  and  political 
and  fiscal  reform  under  Presidents  de  la  Madrid  and  Salinas,  investing  debt  or 
equity  in  Mexico  continues  to  carry  foreign  exchange  risk  which  cannot  be 
insured  against. 

•  International  investors  in  Mexico  have  limited  ability  to  insure  themselves  for 
political  risk,  which  involves  the  threat  of  expropriation  or  nationalization  of 
assets  by  the  government.  This  insurance  is  commonly  available  through  the 
Multilateral  Investment  Guaranty  Agency  (MIGA)  or  the  Overseas  Private 
Investment  Corp.  (OPIC),  but  Mexico  has  not  yet  entered  into  agreements  with 
either  of  these  entities. 


New  Infrastructure  Financing  Mechanisms 

A  number  of  proposals  have  been  presented  to  create  additional  financial  tools  for 
stimulating  environmental  facilities  in  the  border  area,  and  others  are  under  development.  A 
partial  list  of  these  proposals  is  attached  as  Appendix  2.  In  general,  these  proposals  do  not  seek 
to  impose  a  single  approach  on  a  complex  reality,  but  instead  are  designed  to  fill  in  gaps. 

Whether  defined  as  development  banks,  development  authorities  or  revolving  funds,  these 
proposals  would  include  features  such  as  mechanisms  for  better  cross-border  planning;  the 
establishment  of  special-purpose  cross-border  districts  (perhaps  with  authority  to  levy  fees); 
funding  for  feasibility  studies;  and  the  authority  to  make  direct  (in  some  cases  subordinated) 
loans,  provide  credit  enhancement,  and  issue  insurance  against  certain  project  risks,  such  as 
foreign  exchange.  Many  of  the  proposals  involve  some  initial  capitalization  with  federal 
government  funds  of  the  participating  countries,  although  some  portion  of  the  capital  would  be 
held  as  a  reserve  against  losses  rather  than  invested  directly.  The  options  for  structuring  and 
staffing  these  initiatives  range  from  the  creation  of  entire  new  institutions  to  the  modification  of 
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existing  development  banks  or  the  contracting  out  to  those  banks  of  underwriting  and  other 
functions. 

Proponents  contend  that  various  of  the  suggested  financial  tools  would,  among  other 
things,  provide  access  to  the  capital  markets  for  communities  that  do  not  now  have  access  to 
those  markets  and  lower  the  cost  of  capital  for  communities  with  low  credit  ratings.  In  addition, 
they  believe,  the  judicious  use  of  the  capital  of  such  a  bank  or  fund  could  provide  leverage  to 
attract  significant  private  investment  in  environmental  infrastructure  projects  by  mitigating 
investor  risk. 

These  proposals  and  the  variations  that  will  follow  over  the  next  several  months  bear 
close  examination  to  determine  whether  they  offer  cost-effective  ways  to  accelerate  the 
development  of  environmental  infrastructure.  They  can  help  attract  private  capital  to  fill  the 
infrastructure  financing  and  until  user  fees  gradually  become  able  to  support  traditional  project 
financing. 
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V.   OVERVIEW  OF  CURRENT  FUNDING  MECHANISMS 


In  the  United  States  public  funds  are  available  at  the  federal,  state  and  local  levels, 
through  separate  funding  mechanisms.  Environmental  infrastructure  financing  usually  involves 
user  fees,  but  that  portion  which  cannot  be  financed  on  a  pay-as-you-go  basis  usually  requires 
federal,  state  and  local  support.  Additional  funds  may  be  raised  in  the  tax-exempt  bond  market 
which  allows  public  entities  to  raise  money  in  the  U.S.  capital  markets  at  lower  interest  rates. 

Financing  for  U.S.  water,  wastewater  and  sewer  infrastructure  projects  on  the  border  will 
most  likely  take  place  through  a  combination  of  federal ,  state  and  local  funds  and  tax-exempt 
revenue  bonds  supported  by  user  fees.  Solid  waste  and  hazardous  waste  projects  will  use  similar 
funding  sources,  but  will  require  more  direct  private  sector  equity  investment.  Many  garbage 
collection  systems,  recycling  and  composting  facilities  are  privately  owned  and/or  operated. 
Creative  approaches  to  environmental  infrastructure  financing  will  continue  to  be  developed  in 
the  United  States. 

Traditionally,  Mexico  has  financed  its  infrastructure  through  government  sponsorship, 
direct  public  investment  and  loans  from  multilateral  organizations.  The  lack  of  a  tax-exempt 
mechanism  to  finance  infrastructure  development  in  Mexico  presents  a  special  challenge. 

New  approaches  towards  infrastructure  financing  have  been  developed  which  reduce  the 
burden  of  infrastructure  costs  on  government  financing  by  attracting  private  local  and  foreign 
capital.  For  example,  private  sector  participation  has  been  sought  when  project  financing  is 
viable  through  concessions,  build-operate-transfer  structures  and  leases.  Often  some  form  of 
government  participation  is  included  when  project  economics  alone  do  not  establish  financial 
feasibility.  Furthermore,  new  ways  of  increasing  participation  from  bilateral  organizations,  such 
as  the  Export-Import  Bank,  in  environmental  infrastructure  financing  are  being  explored. 

Given  economic  conditions,  institutional  and  legal  limitations  and  the  level  of  need,  most 
environmental  infrastructure  projects  along  the  border  will  most  likely  continue  to  require  some 
form  of  government  and/or  multilateral  participation  for  their  completion.  Constraints  to 
attracting  additional  capital  from  other  sources  for  the  financing  of  environmental  infrastructure 
in  Mexico  include  the  following; 

Limited  public  sector  financing; 

Lack  of  effective  institutions  focused  on  border  development; 

Inability  of  some  users  to  pay  for  the  cost  of  services  (user  fees); 

Lack  of  legal  frameworks  for  financing  institutions  to  issue  bonds  against  user 

fees  or  real  estate  taxes  for  long-term  finance; 

Restrained  local  capital  market  liquidity,  which  limits  capital  availability  and 

raises  local  financing  costs; 

Lack  of  long-term  financing  in  the  local  and  international  markets; 

Lack  of  adequate  mechanisms  to  cover  political,  financial  and  legal  risks  which 

limit  participation  of  the  private  sector  and  foreign  entities; 

Reliability  of  demand  and  revenue  forecasts; 

Inadequate  funding  for  feasibility  studies  and  preliminary  design  and  engineering. 
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These  constraints  affect  the  feasibility  of  project  finance,  which  takes  into  consideration 
some  of  the  following  important  factors: 

•  Project  structure:  The  degree  of  project  capitalization,  the  ownership  structure, 
and  the  financial  and  legal  covenants  (such  as  degree  of  recourse  and  strength  of 
guarantees)  affect  risk  perceptions  from  potential  financing  sources. 

•  Project  economics:  The  stability  and  diversity  of  revenues;  the  size  of  the  equity 
cushion;  and  the  profit  margins  are  critical  in  determining  a  project  economic  and 
financial  feasibility. 

•  Risk  profile:  The  perception  of  financial,  technological,  legal,  political, 
regulatory,  and  market  risks  (such  as  user  alternatives  and  competition)  together 
with  the  adequacy  of  the  mechanisms  put  in  place  to  mitigate  those  risks,  will 
affect  the  type,  degree  and  cost  of  financing  available. 

•  Demand  profile:  Sales  contract  characteristics,  creditworthiness  of  purchasers 
and  required  concessions  will  affect  the  strength  of  the  cash  flows  used  to  make 
financial  projections.  In  the  case  of  water/wastewater,  for  example,  the  ability 
of  the  utility  to  collect  or  increase/decrease  user  fees,  as  well  as  the  ability  of  the 
users  to  pay  will  significantly  affect  the  financial  feasibility  of  the  project. 

•  Project  development  stage:  Whether  the  project  is  at  the  feasibility,  development, 
construction  or  operations  stage  will  determine  the  nature  and  characteristics  of 
the  financing  and  the  financing  sources  available.  In  Mexico,  for  example,  given 
current  market  conditions  and  inherent  risks,  construction  financing  can  generally 
be  obtained  only  from  internal  sources  of  capital. 

Until  project  financial  feasibility  improves,  capital  flows  for  environmental  infrastructure 
development,  other  than  public  or  multilateral  funds,  will  be  constrained.  The  following  chapter 
(Chapter  VI.)  contains  a  plan  of  action  and  a  series  of  recommendations  designed  to  improve 
environmental  project  financial  feasibility  in  Mexico,  and  thus  increase  the  stock  of  available 
capital  to  meet  current  and  future  infrastructure  needs  along  the  border. 
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VI.   OBSERVATIONS/SUGGESTIONS 


This  report  sets  forth  the  range  of  environmental  infrastructure  investment  needs  along 
the  U.S. /Mexico  border.  The  report  approximates  the  environmental  infrastructure  investment 
need  in  the  border  region  at  $6.5  billion  over  the  ten-year  period  through  2003. 

The  challenge  that  faces  the  region,  the  border  states  and  the  two  federal  governments 
is  to  develop  an  investment  strategy  to  meet  investment  needs  over  time.  The  needs  cannot  be 
met  immediately  since  neither  the  funds,  the  mechanisms,  nor  the  absorptive  capacity  is  present. 
Nor  is  an  omnibus  solution  workable  or  cost-effective.  Instead,  governments  at  all  levels,  in 
cooperation  with  the  private  sector,  should  develop  an  investment  strategy  that  makes 
incremental  improvements  on  several  fronts. 

The  development  of  such  an  investment  strategy  should  consider  several  factors: 

First,  the  strategy  must  accurately  reflect  the  conditions  in  the  communities  that 
will  be  affected. 

Second,  it  must  fairly  apportion  the  costs  of  the  investment  to  the  benefitting 
parties  -  industrial,  residential,  and  municipal. 

Third,  it  must  include  the  participation  of  the  broadest  range  of  parties  to 
maximize  the  resources  that  are  brought  to  bear. 

Fourth,  it  must  be  sustainable.  The  ability  to  fund  the  operation  and  maintenance 
of  the  new  facilities  over  time  must  be  assured. 

A  viable  investment  strategy  should  comprise  two  components.  First,  it  should  include 
the  development  of  a  near  term,  one-to-five  year  investment  plan  to  meet  the  most  urgent 
funding  needs.  Second,  it  should  include  the  development  of  a  long-term  investment  strategy 
which  should  set  forth  the  nature  of  reforms  and  institutional  changes  that  need  to  be 
implemented  over  a  five-to-twenty  year  time  period  so  that  sustainable  funding  mechanisms  may 
be  created. 

The  near-term  strategy  is  to  meet  critical  needs  in  the  border  region.  It  assumes  the 
maintenance  of  existing  levels  of  official  lending  and  funding.  The  present  low  real  income 
levels  along  the  border,  and  the  inadequacy  of  legal  and  institutional  support,  will  not  allow  the 
investment  needs  to  be  met  fully  through  private  markets  and  supported  by  the  regional 
economic  base.  In  the  short  term,  user  fee  based  systems  cannot  be  adequately  implemented  in 
time  to  generate  adequate  funding  except  from  industrial  users.  Capital  currently  available  in 
Mexican  financial  markets  is  at  too  high  a  cost  and  for  too  short  a  term.  State  and  local 
governments  have,  until  recently,  lacked  the  fiscal  authority  or  flexibility  to  participate  directly 
in  financing  projects. 
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I.  The  short-term  (5-year)  strategy  should  be  designed  to  accomplish  the  following: 

1.  Direct  funding  commitments  from  the  federal  level  of  both  countries  and  the 
development  of  strategies  to  best  leverage  these  federal  commitments. 

2.  Multilateral  funding.  Coordinated  commitment  of  funds  from  the  multilateral 
banking  institutions. 

3.  Bilateral  Funding.  Utilization  of  resources  on  both  sides  of  the  border  to 
develop  and  fund  projects. 

4.  New  flnancing  techniques  such  as  the  utilization  of  zero  coupon  bonds,  or  a 
variation  thereof,  to  secure  the  short  and  medium  term  maturities  of  issues  related 
to  environmental  projects  could  merit  consideration. 

5.  A  bilateral  border  environmental  fund  or  other  infrastructure  financing 
mechanism  created  under  the  aegis  of  the  Inter-American  Development  Bank  or 
otherwise  may  be  appropriate  after  further  analysis. 

6.  Cross-border  agency  development.  Creation  of  planning/implementation 
agencies  to  develop,  supervise  and  regulate  cross-border  projects.  New  authority 
granted  to  the  Texas  Turnpike  Authority  for  joint  projects  with  Mexico  and  the 
Arizona  International  Development  Authority  now  under  consideration  could  be 
used  as  models.  The  New  York/New  Jersey  Port  Authority  is  also  cited  as  a  self 
sustaining  cross  border  (albeit  interstate)  authority  which  funds  and  builds  major 
infrastructure. 

7.  Credit  rating  strategy.  The  achievement  of  an  investment  grade-credit  rating  for 
Mexico  has  increased  the  availability  of  capital,  particularly  from  institutional 
investors.  In  addition,  reforming  local  capital  markets  with  changes  to  the  tax 
treatment  that  pension  funds  receive,  will  facilitate  the  process  of  attracting 
capital  for  long-term  investment. 

8.  Legal  changes  as  necessary  in  both  U.S.  and  Mexican  law  to  facilitate  the 
development  of  cross-border  projects,  and  the  funding  of  such  projects  in  the 
capital  markets. 

n.        The  long-term  (5-to-20  year)  strategy  to  be  developed  should  include  the  following 
components: 

1.  An  investment  master  plan  setting  forth  the  facility  needs  over  a  20-year  period. 
Establishing  jointly-agreed  upon  priorities  for  resolving  mutual  problems  could 
be  an  important  first  task  for  the  North  American  Commission  on  the 
Environment. 

2.  Financial  capability  and  authority  for  state  and  local  governments  in  Mexico. 
State  government  and  municipal  capacity  to  finance  and  support  public 
infrastructure  investments  must  be  enhanced.     The  objective  is  to  have  the 
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municipalities  become  increasingly  responsible  for  providing  their  own  sources 
of  revenues  to  fund  both  operating  services  and  capital  investments.  The  goal  is 
to  move  toward  local  funding  which  is  generated  by  savings  supplemented  by 
borrowing  for  capital  needs  within  the  national  and  possibly  global  municipal 
markets.  Municipal  debt  would  be  supported  by  real  estate  and  general  tax 
revenues  and  user  fees. 

3.  Tax-exempt  municipal  market.  The  development  of  a  tax-exempt,  municipal 
market  financing  mechanism  in  Mexico  to  support  infrastructure  projects  would 
be  desirable. 

4.  Establishment  of  project  flnancing  ability  with  Mexican  capital  markets. 

More  detailed  structural  reform  and  funding  options  are  set  forth  in  Appendix  3. 
Although  these  options  could  be  implemented  without  the  NAFTA,  in  fact,  they  are  appropriate 
to  discuss  in  the  context  of  its  approval.  Further,  without  the  NAFTA,  neither  the  political 
commitment  nor  the  economic  growth  necessary  for  environmental  progress  is  feasible  or  likely. 
Both  political  will  and  economic  growth  are  necessary  to  realize  environmental  enhancement. 
For  the  first  time,  there  is  a  very  real  chance  that  both  can  come  together  on  the  U.S. /Mexico 
border,  with  benefits  to  the  economy  and  ecology. 
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Vn.    TECHNICAL  APPENDICES 


APPENDIX  1    -  METHODOLOGY 


The  U.S.  Council  of  the  Mexico-U.S.  Business  Committee  ("the  Council")  is  an 
independent  business  association  organized  as  a  committee  of  the  Council  of  the  Americas. 
Since  before  the  inception  of  the  North  American  Free  Trade  Agreement  (NAFTA),  the  Council 
has  been  among  the  strongest  private  sector  proponents  of  trade  and  investment  liberalization 
between  the  United  States  and  Mexico  and  was  instrumental  in  pjersuading  the  two  governments 
to  draft  the  1987  Framework  Agreement. 

In  February  1993,  the  Council  initiated  a  major  study  to  assess  the  environmental 
infrastructure  along  the  2(XX)-mile  U.S. /Mexico  border.  The  purpose  of  the  study  was  to 
provide  a  ten-year  (1993-2003)  assessment  of  environmental  services  and  facilities  needed  on 
both  sides  of  the  border  and  the  available  public  and  private  financial  resources  to  meet  these 
requirements.  It  was  launched  in  response  to  the  recognition  of  the  critical  role  the  border  will 
play  in  the  economic  and  political  future  of  the  NAFTA. 

As  study  Consultants,  the  Council  retained  Public  Financial  Management,  Inc.  (PFM), 
a  leading  municipal  financial  advisory  firm,  and  its  Mexico  City  affiliate,  Grupo  Serficor.  PFM 
assigned  Carlos  Melcer  and  Benjamin  Darche  of  its  San  Francisco-based  international  practice 
to  manage  the  study.  Assisting  PFM  were  William  C.  Kelly,  Jr.  and  Theodore  H.  Eliopoulos 
of  Latham  &  Watkins,  and  Mitchel  Stanfield,  an  infrastructure  consultant,  both  of  whom  are 
based  in  the  Washington,  DC  area.  Michael  Curtin,  Manager,  Project  Development  and 
Strategic  Planning  for  Bechtel  Group,  Inc.,  directed  the  study  as  Chairman  of  the  Project 
Oversight  Committee.  Patrick  Brewer,  Deputy  Director  of  the  U.S.  Council  of  the  Mexico-U.S. 
Business  Committee,  coordinated  the  project  for  the  Council  of  the  Americas. 

The  U.S.  Council  asked  the  Consultants  to  focus  on  water  supply  and  wastewater 
treatment,  solid  waste,  and  hazardous  waste.  The  Consultants  were  asked  to  undertake  a  review 
of  already  available  literature,  and  to  meet  with  U.S.  and  Mexican  environmental  agencies  and 
private  firms,  in  order  to  develop  a  comprehensive  assessment  of  infrastructure  needs  and 
available  financial  resources. 

Air  quality  along  the  border  is  predominantly  impacted  by  the  transportation  sector 
(exhaust  fumes,  dust,  etc.  from  cars  and  trucks)  and  by  large  industrial  or  utility  sites  which  are 
identifiable  and  segmentable).  Air  quality  control  and  enhancement  are  also  subjected  to  broader 
public  sector  regulations  which  are  paid  for  by  either  end  users  or  source  point  producers.  The 
Council  determined  that  both  the  discrete  nature  of  air  quality  issues  and  the  breadth  of  the  air 
quality  analysis  was  outside  the  scope  of  the  environmental  infrastructure  focus  of  the  study  and, 
therefore,  air  quality  issues  have  not  been  included  in  this  study. 
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The  Council  would  like  to  emphasize  that  a  main  function  of  this  report  is  to:  (a) 
establish  the  economic  and  financial  parameters  of  environmental  infrastructure  need,  (b)  outline 
apparent  public  and  private  sector  resource  availability  and  constraints,  and  (c)  formulate 
suggestions  and  observations  toward  enhancements  to  catalyze  the  financing  for  infrastructure 
investments.   These  are  outlined  in  Chapter  VI. 

The  Council  and  its  Consultants  have  reviewed  extensive  documentation  in  preparation 
of  this  analysis  and  have  made  a  diligent  effort  to  check  the  reliability  of  the  data.  The  Council 
cannot  accept  responsibility  for  the  accuracy  of  the  various  reports  and  the  data  contained 
therein.  When  in  doubt,  readers  and  users  of  this  study  are  advised  to  make  direct  inquiries  of 
the  agencies  and  information  sources  cited  in  the  appendix. 
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APPENDIX  2  -  EVfFRASTRUCTURE  FINANCING  MECHANISMS 


Proposals  for  development  banks,  development  authorities  and  revolving  funds  include, 
but  are  not  limited  to,  the  following: 

1.  The  Border  Environmental  Guaranty  Fund,  included  as  part  of  H.  Con.  Res.  46 
introduced  in  the  House  of  Representatives  by  Congressman  Bill  Richardson  of  New 
Mexico. 

2.  The  North  American  Development  Bank,  introduced  in  the  House  of  Representatives  by 
Congressman  Esteban  Torres  of  California  as  H.  Con.  Res.  121,  based  on  concepts 
developed  by  Professors  Albert  Fishlow,  Sherman  Robinson  and  Raul  Hinojosa  of  the 
University  of  California. 

3.  The  U.S. /Mexico  Joint  Development  Bank,  developed  by  the  Institute  for  Studies  in 
Business  at  the  University  of  Texas  at  San  Antonio. 

4.  The  Bi-National  Infrastructure  Revolving  Fund,  developed  by  Daniel  B.  Flanagan,  Jr., 
who  previously  chaired  the  U.S.  Infrastructure  Investment  Commission. 

This  is  not  an  exhaustive  listing  of  all  proposals  currently  under  consideration  and  reflects 
only  those  which  have  been  examined  in  detail  as  of  the  date  of  this  report. 
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APPENDIX  3   -  STRUCTURAL  REFORM  AND  FUNDING  OPTIONS 


The  short-term  (5-year)  strategy  should  seek  to  accomplish  the  following: 

A.  Direct  funding  commitments  from  the  federal  level  of  both  countries  and  the 
development  of  strategies  to  best  leverage  these  federal  commitments.  These 
leveraging  strategies  should  include: 

1 .  Creation  of  an  environmental  revolving  Jund  for  investment  on  a  loan  or 
grant  basis  in  local  projects. 

2.  Creation  of  a  long-term  service  contract  or  output  purchase  contract 
structure  to  provide  credit  support  for  project  financings. 

3.  Direct  project  loan  programs  with  project  oversight  at  the  federal 
environmental  agency  level. 

4.  Development  of  specific  multilateral  funding  vehicles  at  the  World  Bank 
and  the  IDB,  supported  by  Mexican  counter-guarantees.  Support  may  be 
utilized  on  a  direct  project  funding  basis,  or  through  the  development  of 
guarantee  programs  to  insure  against  project  completion  risk  to  attract 
construction  financing,  to  insure  against  take-out  financing  risk,  or  to 
protect  against  currency  convertibility  risk.  Such  insurance  programs 
would  be  designed  to  protect  against  macroeconomic  and  governmental 
action  risks  that  cannot  be  effectively  priced  in  the  private  markets,  but 
which  are  essential  for  supporting  project  financings. 

5.  Using  U.S.  and  Mexican  federal  grants  to  purchase  U.S.  zero  coupon 
Treasury  Bonds  that  would  collateralize  projects.  This  collateral  would 
be  used  to  guarantee,  for  example,  a  10-year  serial  bond  maturity  for  a 
U.S.  tax-exempt  bond  issue  or  a  10-year  bullet  maturity  or  a  10-year 
bullet  maturity  for  a  Eurobond  issue.  The  length  of  the  guarantee  would 
depend  on  the  time  estimate  to  allow  user  fees  to  sufficiently  grow  to 
support  the  financing  of  a  project. 

B.  Multilateral  funding.  Coordinated  commitment  of  funds  from  the  multilateral 
banking  institutions.  These  funds  could  enhance  project  financing  viability  in  the 
following  areas: 

1 .  Multilateral  participation  should  be  actively  sought  as  a  provider  oi pooled 
loan  or  grant  funds,  or  in  more  creative  ways  as  an  agent  to  provide 
currency  convertibility  guarantees  as  necessary  to  enable  peso  project  debt 
to  be  sold  outside  of  Mexico.  Multilateral  involvement  in  existing 
projects  could  be  replaced  with  private  external  financing.  Replacing 
existing  multilateral  financing  on  projects  with  an  operational  history  and 
financial  and  economic  viability,  with  foreign  capital,  should  be  feasible 
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and  refinancing  will  free  up  the  capital  of  the  multilaterals  for  new 
projects. 

2.  Multilateral  institution  participation  should  be  negotiated  in  a  manner  to 
enable  the  multilaterals  to  participate  in  infrastructure  projects  as  equity 
participants  and  providers  of  subordinated  debt.  The  IDB 
"complementary  loan  program"  should  be  reinitiated  and  used  by  both 
institutions  for  environmental  infrastructure. 

3.  Multilateral  banks  should  be  utilized  to  support  the  extension  of  debt 
amortization  beyond  the  8-to-lO  year  horizon  currently  available  for 
Mexican  financings  in  the  private  markets. 

4.  The  multilateral  banks  should,  as  a  special  support  mechanism  for  the 
NAFTA,  consider  several  measures  to  attract  capital  such  as  special  trust 
funds,  the  creation  of  a  project  preparation  facility  specifically  directed  to 
environmental  projects  on  the  border,  and  the  utilization  of  a  two  tier 
interest  rate  system  to  create  local  currency  matching  funds  (similar  to  the 
FAFAL  in  Bolivia).  A  financing  vehicle  or  mechanism  needs  to  be  put 
in  place  which  will  readily  make  capital  available  to  the  government  or 
private  sector  to  conduct  adequate  project  feasibility  and  preliminary 
design/engineering  studies  for  "priority"  projects.  This  will  facilitate  the 
procurement  process  and  attract  the  financing.  Well-recognized  firms 
must  be  engaged  in  the  process  and  the  team  should  include  local 
expertise,  as  the  Mexican  government  is  likely  to  require  local  firm 
participation,  particularly  in  environmental  infrastructure  projects. 
Currently,  financing  sources  for  feasibility  and  preliminary 
design/engineering  depend  oil  the  project's  sponsorship.  Bilateral  or  other 
grants  to  fund  feasibility  studies  would  be  very  useful  in  evaluating  the 
viability  of  infrastructure  markets.  They  would  also  establish  good  data 
base  information  for  potential  investors  to  use  in  evaluating  their 
participation  in  a  project. 

Bilateral  Funding.  Utilization  of  resources  on  both  sides  of  the  border  to 
develop  and  fund  projects.  The  following  initiatives  would  contribute  to  a  new 
level  of  funding  cooperation: 

1.  The  U.S.  Export-Import  Bank  and  Bancomext  should  jointly  create  a 
special  facility  to  insure  pre-completion  political  risk  and  provide 
comprehensive  post-completion  coverage. 

2.  Creation  of  a  cross-border  joint  venture  law  to  promote  joint  ventures 
between  municipalities  and  states  across  the  border  from  each  other  where 
each  provides  resources  that  it  is  best  able  to  contribute. 

3.  Determine  ability  of  U.S.  municipalities  to  utilize  tax-exempt  financing  in 
conjunction  with  cross-border  project. 
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4.  The  creation  of  a  quasi-private  entity  to  provide  guarantees  for  certain 
project  and  funding  risks  that  may  not  be  easily  absorbed  by  the  private 
markets.  This  would  include  coverage  for  long-term  exchange  rate  risks 
and  currency  convertibility  risks. 

D.  Bilateral  border  environmental  fund  created  under  the  aegis  of  the  Inter- 
American  Development  Bank  or  otherwise.  Such  a  fund,  which  could  take  any 
of  several  forms  (see  Appendix  2),  merits  further  discussion  in  both  countries. 
The  fund  would  focus  primarily  on  designated  projects  jointly  agreed  to  along 
both  sides  of  the  border.  The  fund  could  be  jointly  funded  with  seed  capital  and 
could  engage  in  reinsurance,  credit  enhancement,  and  loan  guarantee 
administration.  It  could  oversee  the  long-term  financing  for  these  projects  and 
sponsor  a  "revolving  fund"  to  encourage  this  activity. 

E.  Border  agency  development.  Create  planning/implementation  agencies  to 
develop,  supervise  and  regulate  cross-border  projects.  New  authority  granted  to 
the  Texas  Turnpike  Authority  for  joint  development  of  projects  with  Mexico  and 
the  Arizona  International  Development  Authority  now  under  consideration  could 
be  used  as  models. 

F.  Credit  rating  strategy.  The  achievement  of  an  investment  grade-credit  rating  for 
the  country  has  increased  the  availability  of  capital,  particularly  from  institutional 
investors.  In  addition,  reforming  local  capital  markets  with  changes  to  the  tax 
treatment  that  pension  funds  receive,  will  facilitate  the  process  of  attracting 
capital  for  long-term  investment. 

G.  Legal  changes  as  necessary  in  both  U.S.  and  Mexican  law  to  facilitate  the 
development  of  cross-border  projects,  and  the  funding  of  such  projects  in  the 
capital  markets,  should  include  the  following: 

1.  Legal  formation  of  bi-national  special  authorities. 

2.  Develop  a  mechanism  to  allow  for  the  international  arbitration  of  contract 
disputes  (which,  to  a  degree,  will  be  addressed  by  the  NAFTA); 

3.  Allow  investors  to  develop  alternative  revenue  sources,  such  as  rights  to 
develop  air  space  and  ancillary  services  associated  with  infrastructure 
projects; 

4.  Creating  and  providing  more  reliable  sources  of  financial  information 
which  will  increase  the  ability  of  potential  investors  to  assess  risk  and 
more  accurately  make  demand,  cost  and  revenue  projections;  and 

n.        The  long-term  (5-to-20  year)  strategy  to  be  developed  should  include  the  following 
components: 

A.  An  investment  master  plan  setting  forth  the  facility  needs  over  a  20-year  period. 
This  could  be  an  important  first  task  for  the  North  American  Commission  on  the 
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Environment,  i.e.  establishing  jointly  agreed  upon  priorities  for  resolving  mutual 
problems,  etc. 

B.  Financial  capability  and  authority  for  state  and  local  governments  in  Mexico. 
Create  state  government  and  municipal  capacity  to  finance  and  support  public 
infrastructure  investments.  The  objective  is  to  have  the  municipalities  become 
increasingly  responsible  for  providing  their  own  sources  of  revenues  to  fund  both 
operating  services  and  capital  investments.  The  goal  is  to  move  toward  local 
funding  which  is  generated  by  savings  supplemented  by  borrowing  for  capital 
needs  within  the  national  and  possibly  global  municipal  markets.  Municipal  debt 
would  be  supported  by  real  estate  and  general  tax  revenues  and  user  fees.  This 
would  require  several  steps,  which  include: 

1.  Increasing  general  fiind  and  enterprise  (or  revenue)  fund  availability .  The 
concept  of  the  general  fund  is  to  use  revenues  paid  in  by  the  community 
to  fund  activities  that  benefit  the  general  community.  For  example,  IVA 
is  a  general  tax  that  could  be  used  to  support  general  activities  such  as 
street  maintenance.  User  fees,  on  the  other  hand,  are  payments  made  by 
customers  in  return  for  a  service,  such  as  water  supply,  and  which  cover 
part  or  all  the  costs  associated  with  the  provision  of  the  service. 

2.  Refinement  of  cross-border  legal  framework  to  normalize  joint  venture 
contracting  and  enable  project  development,  regulation  and  dispute 
resolution  to  be  managed  at  the  local  level. 

C.  Tax-exempt  municipal  market.  If  it  is  determined  that  the  development  of  a 
tax-exempt,  municipal  market  financing  mechanism  in  Mexico  to  support 
infrastructure  projects  is  desirable,  several  changes  would  have  to  occur,  which 
include: 

1.  Expansion  of  internal  capital  market  capacity.  The  internal  savings  rate 
will  have  to  be  increased  and  these  savings  would  have  to  be  made 
available  for  domestic  investment.  Developing  pension  funds,  insurance 
companies,  and  mutual  funds  is  an  important  part  of  this  strategy.  The 
development  of  these  potential  sources  of  long-term  capital  would  facilitate 
infrastructure  financing  in  the  long  term.  Mexico  has  begun  to  create 
sources  of  local  capital  through  its  pension  fund  reforms. 

2.  Decentralization  of  financial  power  from  the  central  government  to  the 
municipalities.  Decentralization  allows  for  market  forces  to  play  an 
adjustment  role  in  the  development  of  internal  capital  markets  which 
ensures  a  more  efficient  allocation  of  resources  and  a  more  decentralized 
economy  with  diverse  investment  opportunities.  This  is  discussed  in  detail 
above  (item  3  of  this  chapter). 

3.  Before  a  municipality  can  borrow  in  the  long-term  markets  it  will  have  to 
demonstrate  its  ability  to  balance  its  budget  and  accumulate  a  current 
account  surplus  that  can  be  used  to  pay  debt  service.   Once  a  municipality 
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has  demonstrated  this  ability  (over  a  historical  five-year  period)  and  has 
not  been  threatened  by  operating  shortfalls,  it  may  be  able  to  borrow  in 
the  long-term  markets.  Otherwise  it  may  have  to  test  the  short-term 
markets.  This  criterion  may  change,  based  on  the  domestic  investor 
requirements  that  develop. 

Increasing  the  ability  of  local  governments  to  tax  property.  Property  taxes 
are  the  basis  of  credit  for  municipal  governments  in  the  United  States. 
The  maximum  borrowing  capacity  of  a  municipality  is  to  a  great  extent 
determined  based  on  its  total  assessed  value  of  property,  which  in  turn 
determines  its  total  property-tax  revenues. 

The  tax  structure  will  have  to  be  modified  to  allow  for  tax-exempt 
treatment  of  interest  earnings  and  returns  associated  with  securities  sold 
in  the  tax-exempt  market.  Clear  language  will  have  to  be  developed 
which  specifies  who  will  have  access,  and  to  what  extent,  to  these 
mechanisms  of  savings  and  investing.  A  mechanism  to  assess  what  forms 
of  investments  will  be  consistent  with  the  fiduciary  responsibility  of 
institutional  fund  managers  will  also  be  required. 
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APPENDIX  4      LIST  OF  PRINCIPAL  SOURCES 


Mexico 

1.  "Breviario  de  los  Municipios  Fronterizos  de  Mexico",  Centro  Nacionale  de  Desarrollo 

Municipal  ("CNDM")  (1992). 

2.  "Environmental  Impacts  of  NAFTA",  National  Water  Commission  (August  1992). 

3.  "Informacion  Basica  De  Los  Municipios  De  Mexico",  CNDM  (1992). 

4.  "Los  Municipios  de  Baja  California,  Chihuahua,  Coahuila,  Nuevo  Leon,  Sonora  y 

Tamaulipas",  Enciclopedia  de  los  Municipios  de  Mexico  (1987). 

5.  "Mexico  -  Summary  of  IFC  Investments",  International  Finance  Corporation  ("IFC") 

(September  1992). 

6.  "Mexico  -  Water  Supply  &  Sewage  Program",  Inter-American  Development  Bank 

("IDB")  (December  1991). 

7.  "Proposal  for  a  Loan  to  Banco  Nacional  de  Obras  y  Servicios  Publicos  for  a  Water 

Supply  &  Sewage  Program",  IDB  (December  1991). 

8.  "Situacion  Actual  del  Subsector  Agua  Potable,  Alcantarillado  Y  Saneamiento", 

National  Water  Commission  (October  1991). 

9.  "Socioeconomic  Report  -  Mexico",  IDB  (November  1992). 

10.  "Staff  Appraisal  Report  -  Mexico,  Water  Supply  and  Sanitation  Sector  Project", 

World  Bank  (November  1990). 

11.  "Summary  of  IFC  Investments  -  Mexico",  IFC  (September  1992). 

12.  "U.S. -Mexico  Border  Area  Drinking  Water  and  Wastewater  Treatment",  Secretariat  of 

Social  Development. 


United  States 

1.  "1992  Report  of  the  Int'l  Committee  to  the  Environ.  Fin.  Adv.  Board  of  the  U.S.  EPA," 

Michael  Curley,  Environmental  Financial  Advisory  Board  (March  1993). 

2.  "Border  Environmental  Infrastructure  Colloquy,  Santa  Fe,  New  Mexico", 

U.S.  Environmental  Protection  Agency  ("EPA")  and  the  Ecological 
Sub-Secretariat  of  the  Secretariat  of  Urban  Development  and  Ecology  ("SEDUE") 
of  Mexico  (June  1992). 
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3.  "Clean  Water  Program  for  Greater  San  Diego-Inquiry  Response",  David  Schlessinger, 

Clean  Water  Program  for  Greater  San  Diego  (March  1993). 

4.  "Design  &  Cost  Estimate  Report  Addressing  IBWC  Sanitation  Issues  -  U.S.  &  Mexico", 

U.S.  Army  Corps  of  Engineers  (September  1992). 

5.  "EPA  -  FY  1994  President's  Budget",  EPA  (April  1993). 

6.  "Governor's  Border  Working  Group  -  Border  Issues",  Andrea  Abel,  Governor's 

Office  of  Ann  W.  Richards  (January  1993). 

7.  "Integrated  Environmental  Plan  for  the  Mexican— U.S.  Border  Area  (1992-1994)", 

EPA  and  SEDUE  (January  1992). 

8.  "Planning  for  the  Border's  Future:  The  Mexican-U.S.  Integrated  Border  Environmental 

Plan",  EPA,  SEDESOL  (SEDUE)  and  the  International  Boundary  and  Water 
Commission. 

9.  "Southwest  Border  Infrastructure  Initiative  -  Final  Report",  Michie,  Schwebel 

Border  Trade  Alliance  (February  1993). 

10.  "State  Revolving  Fund  Programs  for  Mexican  Border  States",  Kit  Farber,  EPA 

(May  1993). 

1 1 .  "Summary  of  Recommendations  -  Gov.  Richards  Border  Working  Group,"  Mary  Kelly, 

Texas  Center  for  Policy  Studies  (January  1993). 

12.  "Water  and  Wastewater  Needs  of  Colonias  in  Texas",  Patrice  Raia,  Texas  Water 

Development  Board  (October  1992). 

13.  "Water  Resources  Development  Act  of  1992",  U.S.  Senate  Committee  on  the 

Environment  and  Public  Works  (May  1992). 
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